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A Financial Notebook 





The Exchange Toll 

STERLING’S recovery in the last week 
of September was not expected to 
prevent a further substantial gold 
loss in the month as a whole. The 
Chancellor announced in Washing- 
ton, to most people’s surprise, that 
Britain is now to draw the funds 
available under the credit of S500 
millions negotiated after the Suez 
crisis with the Export-Import Bank: 
but apparently the first drawing 
could not affect the September 
figures. Interest 1s at 45 per cent, 
notably more than would be payable 
on the standby credit with the Inter- 
national Monetary Fund, which re- 
mains undrawn. But repayment is 
over seven and a half years, a longer 
period than would be expected by 
IMF; and Britain prefers not to 
encroach too far on the Fund’s 
limited resources. 

The exchange pressures in August 
were severe by the measure of any 
previous post-war crisis; and the 
speed with which the storm gathered 
and broke may have been unprece- 
dented. ‘The reserves had risen by 
$172 millions in the second quarter, 
and without special supports would 
have fallen by $5 millions; in July 
they fell by $14 millions. In August 
the loss was $225 millions, and there 
was a deficit with EPU of £6343 
millions, involving a gold payment 
last month of $1334 millions. 

By comparison, actual gold losses 
In previous crises have been: $279 
millions in November, which fol- 
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lowed heavy losses in preceding 
months; a monthly average of $112 
millions in the third quarter of 1955; 
and from S210 millions to $372 
millions in each month from August, 
1951, through February, 1952. 

In this latest pressure, the reserves 
have benefited from the deposit by 
the German central bank of £75 
millions for debt prepayment. ‘The 
purchases of sterling were spread 
through July, August and Septem- 
ber. Without them, Britain’s EPU 
deficit in August would almost cer- 
tainly have exceeded the previous 
record of £84 millions in October, 
1951; and the true gold loss attri- 
butable to the month, deducting the 
$21 millions paid to Germany as an 
annual instalment on funded EPU 
debt, hitherto offset against Ger- 
many’s service of its post-war loan 
from Britain, would have exceeded 


the figure of $335 millions, net of 


special items, for November last. 


Advances ‘** Requirement ”’ 

The Chancellor’s new approach 
to the clearing banks on advances, 
quoted on page 632, breaks new 
ground in two ways. It is an instruc- 
tion—a ‘‘ requirement ’’—-and not a 
request; and it intimates a quanti- 
tative target. Mr Butler’s strong 
words of July, 1955, were themselves 
more peremptory than the long 
line of previous requests——‘‘ I look 
to a positive and significant reduc- 
tion ’’; but the bankers among them- 
selves fixed the actual size of the 
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target reduction—-10 per cent, ex- 
cluding nationalized industries, by 
the end of the year (which in the 
event was not attained). Now Mr 
‘Thorneycroft himself sets the target, 
at the same average in the next 
twelve months as in the last, with 
an obscure saver for certain export 
credits. The banks “ will do their 
best to achieve this result’’. It is 
not clear whether the curb applies 
to individual banks or the clearing 
banks as a whole. 

In any case the limit cannot be 
ascertained precisely. The only 
monthly figures available, in the state- 
ments of the clearing banks, include 
extraneous items such as intra-bank 
clearings and advances outside Great 
Britain. ‘The average level of these 
advances items in the twelve months 
to August was {1,942.3 millions; in 
August itself, the figure was {21.3 
millions above this. Figures of true 
advances in Great Britain are avail- 
able only quarterly, from the analysis 
by the British Bankers’ Association. 


Bigger Squeeze on Industry ? 

The clearing banks’ advances in 
August are shown here at {1,771.2 
millions, £28 millions above the 
average for the four dates Novem- 
ber, 1956, and February, May and 
August this year. [For all members 
of the BBA, the August figure of 
{2,054.3 millions is £38.5 millions 
above the average on this basis. 
Ixcluding nationalized industries 
(formerly large volatile borrowers, 
but now on direct Exchequer finance 
maintaining their advances at re- 
latively moderate and stable levels, 
of around {£50 millions or so), the 
level is a few millions below that for 
August, 1955. 

The true scale of the reduction 
involved in the Chancellor’s limit 
is in any case notably larger than 
that apparent from a comparison of 
the latest figure with the year’s 





ry 





average, since summer is seasonally 
a phase of declining advances. Thus 
the fall shown in the latest quarterly 
classification of £19.5 millions in 
all banks’ advances to borrowers 
other than the utilities follows in- 
creases of {88.6 millions and £105.0 
millions in the two preceding quar- 
ters. ‘There were the usual seasonal 
repayments by the food, drink and 
tobacco and retail trade groups; and 
only three industrial groups (ship- 
ping, wool and “ unclassifiable ’’) 
showed significant increases. 

A further small increase was 
gained by the personal and profes- 


sional group—its third in_ suc. 
cession, bringing the rise since 
November to {16.2 millions. But 


at {331.5 millions these advances 
are still £70 millions under their 
peak in May, 1955. If the banks 
are to carry out their new “ require- 
ment ’’, they may be forced to turn 
the screw on industry much more 
tightly than before. Yet in his bud. 
get speech Mr Thorneycroft allowed 
for some increase in total advances. 


Impact on Deposits 

As expected, the strong pressure 
on sterling has halted the upward 
trend in bank deposits. At their 
make-up on August 21, reflecting 
the effects of roughly the first (and 
worst) week of the speculative attack, 
the clearing banks showed a fall in 
net deposits in the five weeks since 
mid-July of £46.4 millions. This 
was the first decline in an August 
period since that of 1951—also due 
to exchange losses—-and brought the 
seasonally adjusted index published 
by Lloyds Bank down from 108.5 
to 108.1. The fall, however, was 
insufficient to offset even the rise 1n 
the short July period. 

The operations of the Exchange 
Account, bringing in sterling to the 
Exchequer, are reflected in the fall 
of £25.5 millions in the banks’ cash, 
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call money and Treasury bills, the 
items that mark the Government’s 
borrowings from the banking system. 
In addition, commercial bills were 
down by £9.3 millions, following 
their rise in previous months. The 
liquidity ratio dropped by only two 
decimal points, to 35.3 per cent. 
But this is attributable in part simply 
to the fact that the ratio is measured 
against gross deposits, including 
balances in course of collection— 


which dropped by {28.5 millions. 


Aug 21, Change on 
1957 Month Year 
{mn {mn {mn 
Deposits .. 6426.3 —74.9 +128.0 
“Net”? Dep* 6170.1 —46.4 +162.4 
Liquid %F 
Assets 2270.3 (35.3) -34.7 + 304 
Cash 530.8 (8.3) - 9.2 + 10.0 
Call Money 421.9 (6.6) -11.9 + 13.0 
Treas Bills 1163.1(78.1) - 4.4 —-— 53.4 
Other Bills 154.5 (2.4) - 9.3 60.9 
“ Risk bP P 
Assets 3979.4 (61.9) -10.4 +-131.0 
Investments 2015.7 (31.4) +-17.9 + 97.7 
Advances .. 1963.6 (30.6) -28.3 + 33.3 
State Bds 50.2 - 0.8 -— 61.5 
All other 1913.4 —27.5 + 94.8 


* Excluding items in course of collection. 
+ Ratio of assets to published deposits. 


The banks’ risk assets fell on 
balance by £10.4 millions. Advances 
were down by £28.3 millions; less 
than {1 million of this was attri- 
butable to the State boards, but 
other special influences seem to have 
played a part, as nearly the whole 
reduction was by Lloyds and the 
National Provincial. As is shown in 
our regular table on page 689, these 
banks were also the two main 
buyers of investments; their pur- 
chases of £17.7 millions and £8.6 
millions partly made good their 
sales in the early spring. But Bar- 
clays sold £10.3 millions in the 
August period, and the net rise in 
total bank portfolios was {17.9 


millions. 


Voteless Equities Disapproved 


The Council of the London Stock 
Exchange has now had its say on 
non-voting ordinary shares. The 
number of these has grown steadily 
since the war, partly through new 
introductions to the Stock Exchange 
but mainly through free scrip issues 
of non-voting equity stock. In both 
cases the prime motive has generally 
been the retention of control by 
families or other small groups. But 
while the subject had been discussed 
in a desultory and abstract way for 
some time, it was only in recent 
months that opinion in the City 
began to harden against the voteless 
equity. Why the issue became of 
moment at this particular juncture is 
by no means clear; there have been 
signs that some City circles appre- 
ciate the importance of reasserting 
the rights and functions of share- 
holders at a time when the Labour 
Party, in its plans for State acqui- 
sition of shares, is busily denying 
them. 

Institutional investors, who until 
things go wrong are generally the 
least vocal of all investors, led the 
way. Many spokesmen in the in- 
vestment trust movement publicly 
expressed their disapproval of the 
voteless equity and some of the insti- 
tutions, especially those in the insur- 
ance world, became chary enough of 
equities of this kind to refuse to 
buy them. This was reflected in a 
widening of prices between the 
voting and non-voting stock in a 
company. 

At this point the Stock Exchange 
Council spoke up. On the principle 
of maintaining a free market, it de- 
clined the use of the “‘ high-powered 
sanction” of refusing or withdraw- 
ing a quotation on a non-voting 
equity. The Council suggested that 
the proper remedy against the issue 
of non-voting shares is an amend- 
ment of the Companies Act. 
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But the Council has provided a 
strong moral lead. And a moral 
lead from such a quarter can result 
in important practical effects. ‘‘ No 
person or company ’’, the Council 
pointed out, “is compelled to hold 
or to buy, or to subscribe for or 
underwrite non-voting shares, and if 
such an attitude were consistently 
adopted the issue of non-voting 
shares would cease to be a practical 
proposition ’’. Pressure of this kind 
has already begun to produce its 
result: a number of businesses have 
enfranchised ordinary shareholders. 


The Blue Guide to Britain 

The annual blue book on National 
Income and Expenditure permits of 
no summary treatment. This is the 
British economy as the Government 
statisticians know it; and each year, 


as their knowledge and their tech- 
niques improve, their formidable 
statistical dissection becomes more 
valuable as a source of reference to 
the businessman and economist. It 
is possible here to pick out only a 
few highlights of this vear’s effort, 
published last month. 


Among the new tables in the 
‘‘ input-output ”’ section is one de- 
tailing amounts paid out to em- 
ployees by the various groups of 
employers—by unincorporated busi- 
nesses, by companies, by public 
corporations, the central government 
and local authorities. This shows 
that the public sector as a whole 
was responsible for 30 per cent of 
total wages and salaries (including 
forces’ pay). Another new table 
hives off insurance, banking and 
finance companies from the appro- 


PATTERN OF SAVING AND INVESTMENT, 1938-56 
(£ millions) 


1938 1949 
Savings: 
Persons * .. ea es 262 165 
Companies $4 .. £2 962 
Public corporations - 4 84 
Central Government .. 156 582 
Local authorities . . 75 $1 
Additions to dividend and 
interest reserves . 7 —- 3 
Additions to tax reserves. 22 24 
Total national savingt .. 506 1,895 
Less stock appreciation 80 -200 ' 
Government receipts from 
abroad .. y le a 189 . 
Residual error... . oo= — 50 
Total saving and invest- 
ment .. re .. 586 1,834 
Investment: 
Net fixed capital formation 
at home] 297 651 
Replacement of capital con- 
sumption athomeJ .. 359 933 


Value of physical increase 

in stocks and work in 

progress. . — 65 
Net inv estment abroad — 70 185 


1951 1952 1954 1955 1956 


219 724 729 1,059 1,504 
1,217 915 1,346 1,576 1,522 
143 143 208 180 190 
582 339 197 444 336 


81 82 113 117 131 
3 41 59 25 14 
512 — 30 133 - 20 157 
2,757 2,214 2,785 3,381 3,854 
-750 50 - 75 —200 -150 
14 

78 35 11 14 
23 112 107 — 94 — 96 


2,108 2,411 2,828 3,101 3,622 


740 827 1,130 1,304 1,487 


1,153 1,287 1,420 1,551 1,652 
575 50 50 325 250 
—360 247 228 - 79 233 


* Personal sector includes unincorporated businesses and changes in life assurance and 


superannuation funds. 


+ Before providing for depreciation and stock appreciation. 
t Net fixed capital formation and capital consumption together make up gross fixed 


investment at home. 
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priation and capital account of the 
corporate sector—a welcome split, 
since treatment of the financial com- 
panies has always been somewhat 
anomalous. 

The blue book also carries further 
the estimates of ‘‘ capital consump- 
tion’ and net investment introduced 
last year, and now shows net invest- 
ment by type of asset and by sector 
of investor. Net investment in fixed 
assets at home is estimated to have 
risen in 1956 by 14 per cent (while 
gross investment rose by 10 per 
cent); as a percentage of net national 
income this brought net investment 
to 9.0 per cent—compared with 8.5 
per cent in 1955, 7.5 per cent in 
1953 and around 6 per cent both 
through 1948-52 and in 1938. 


How Did Savings Rise ? 

One of the most striking features 
of the preliminary national income 
estimates published in April was the 
further sharp increase in personal 
savings shown for 1956. The blue 
book confirms the general move- 
ment, though on account of an up- 
ward revision of the estimate for 
1955 the amount of the increase, at 
£445 millions, is some £32 millions 
below that shown in the provisional 
figures; while the 1956 total, at 
£1,504 millions, is some £23 millions 
larger. At this level, personal savings 
for the first time came close to 
company savings (which fell slightly), 
and comprised more than two-fifths 
of the nation’s total savings and 
investment. 

This carries further the remark- 
able upward trend begun in 1952. 
Before that year, personal savings 
were never put above {220 millions 
(the 1951 figure), and investment was 
financed wholly from undistributed 
profits of companies and _ savings 
through the budget. In 1952 per- 
sonal savings (according to the latest 


revised figures) rocketed to {£724 


millions. ‘The estimate for 1954 is 
only a little higher, but in 1955 
there was another sharp increase, by 
one-half; and a further increase of 
this proportion was achieved last 
year—to more than double the 1952 


~~ 


level. 

The sources of the first upward 
burst in personal saving, it may be 
recalled, could not be traced by the 
official statisticians; identifiable sav- 
ings (mainly through institutional 
channels and through house-pur- 
chase) showed no_ corresponding 
movement, and it had to be pre- 
sumed that the very large rise 
reflected a drastic reduction in the 
former apparently very large per- 
sonal dis-saving through unidenti- 
fiable forms. These include sales of 
securities overseas or to the cor- 
porate or public sectors, hire pur- 
chase, and bank overdrafts to unin- 
corporated businesses. Such dis- 
saving apparently rose again in 
1954-55, but was then more than 
offset by big increases in savings 
through pension schemes and life 
insurance, through house purchase 
(to a larger extent than the increase 
in net new finance from building 
societies) and in National savings. 

The big increase in_ personal 
savings last year, however, is once 
again attributed primarily to the 
virtual elimination of unidentified 
dis-saving. Thanks primarily to 
increases in National savings and in 
shares and deposits in building 
societies, the identified assets of the 
personal sector rose by £100 millions 
—whilst total net personal assets, 
on the global calculation related to 
income and expenditure, are esti- 
mated to have increased by {£460 
millions. The discrepancy is large, 
but it is somewhat less mystifying 
than in earlier years. The average 
hire-purchase debt owed to finance 
companies fell considerably, and the 
published figures of bank advances 
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to retail trade, building, and un- 
classified industries suggest that 
there was a significant reduction in 
advances to unincorporated busi- 
nesses. Even so, perhaps the greater 
part of the higher saving and lower 
dissaving of the personal sector last 
year remains unexplained. 


Germany’s Foreign Debts 


Germany’s favourite solution for 
curbing the pace of its accumulation 
of gold and foreign exchange is the 
repayment of foreign debt. Two 
types of debt are involved. In the 
first place there are the post-war 
debts owing to the three Allied 
Governments for aid given by them 
in their respective areas of occupa- 
tion in the early post-war years. 
The amounts of these debts were 
fixed in the course of long negotia- 
tions held in London in 1952-53. 
At that time Germany could still 
plead exhaustion, poverty, and per- 
sistent deficits; and at this moment 
of contrasting circumstances it is 
sobering to recall that on these pleas 
the amounts due were appreciably 
scaled down—the debt owing to the 
United States from $3,200 millions 
to $1,200 millions, that to Britain 
from £200 millions to £150 millions, 
that to France from $15 millions to 
$114 millions. Furthermore, no i1n- 
terest was charged. 

The debt to the United Kingdom 
was due to be repaid in twenty 
annual instalments of {£74 millions, 
starting in 1953. After long dis- 
cussion, Germany this year agreed 
to open an account at the Bank of 
England for the equivalent of ten 
annuities, involving £75 millions. 
The sterling has been bought in the 
open market in the past month— 
but the impact on the reserves of 
Britain and Germany has been much 
more than offset by the speculative 
movements in the opposite direction. 

The latest suggestion for debt re- 
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payment is for open market pur- 
chases of pre-war German bonds, 
notably those of the Dawes and 
Young loans. No purchases appear 
to have been made yet. The first 
hints of such operations were given 
by Dr Erhard in a speech made 
during the German election cam- 
paign. ‘They were confirmed by the 
German Ministry of Finance, which 
said last month that it was intended 
initially to buy back between {25-30 
millions of Dawes, Young and other 
German bonds over the next two 
years. This, it was said, must be 
considered as a preliminary move, 
and in the end substantially larger 
sums might be allocated for this 
purpose. 

The German pre-war external 
bonded debt amounts to the equiva- 
lent of about £220 millions, in addi- 
tion to which there are some private 
foreign long-term debts amounting 
to about £115 millions. But not all 
these debts are in a form that lend 
themselves to open market pur- 
chases and premature repayment; 
whilst a substantial portion is held 
within Germany, and a further sub- 
stantial part in Switzerland and the 
United States. The potential relief 
that a redemption of these bonds 
would give to Europe’s exchange 
difficulties is likely to be small. 
It is to Germany’s advantage to 
buy back these debts, which even 
after their recent boost are valued 
on a yield basis of 5 to 6 per cent, 
at the cost of a minute reduction in 
the idle gold hoard or low-earning 
foreign balances. 


Ionian Bank Sells Out 


Early this month shareholders of 
the Ionian Bank will be asked to 
consider the sale of the bank’s busi- 
ness in Greece and Cyprus. The 
Commercial Bank of Greece has 
offered £600,000 for the twenty-four 
branches in Greece of the Ionian 
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Bank and its subsidiary, the Popular 
Bank; and it has made it a condition 
that the Ionian will conduct no 
further business there. Meanwhile 
the Chartered Bank has offered 
{70,000 for the six Cyprus branches. 
These sales would leave the Ionian 
Bank with nothing but a London 
head office; its eight Egyptian 
branches were sequestered as part of 
Egypt’s retaliation to the Suez inter- 
vention. 

For the Chartered Bank, the acqui- 
sition will carry further the policy of 
moving into the Near and Middle 
East, to replace part of the lost 
Chinese business. It follows the pur- 
chase recently completed of another 
London bank, the Eastern Bank. 
The network of some _ twenty 
branches operated by the Eastern 
Bank along the Persian Gulf and 
through India to Malaya, together 
with the six Cyprus branches of the 
[onian, would bring the total branch 
strength of the Chartered to about 
one hundred, and strengthen further 
its lead in size over the other 
Eastern exchange banks. ‘The de- 
posits of the Chartered totalled 
{175.4 millions at end-December; 
those of the Eastern Bank were £39.8 
millions, and the total deposits of 
the Ionian £9.5 millions. 








Operating the Cheques Act 


The Cheques Act, enacted in 
late July, comes into effect on 
October 16; the banks have evi- 
dently been hard pressed to work 
out the detail of its implementation. 
During September the practice to 
be adopted for cheques carrying en- 
dorsement-receipts became known; 
and it is believed that as this issue 
of The Banker is passing through the 
press the banks will explain also 
what cheques will still need to be 
endorsed. ‘The main uncertainty 
concerns cheques cashed over the 
counter and those paid into accounts 
other than those of the payee. It is 
virtually certain that they will still 
need endorsement; Government 
spokesmen in the debates were con- 
fident that the banks would require 
this, despite the allegations that the 
Act had been drafted too wide. 
More interest will in fact attach to 
the detailed exceptions, which may 
include all kindsiof “‘odd”’ instru- 
ments. 


On _ endorsement-receipts, most 
customers using this facility have 
already been approached by their 
banks along the lines foreseeable 
from the evidence of the banks 
before the Mocatta Committee. Use 
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of the endorsement-receipt is being 
discouraged, on the excellent grounds 
that ‘“‘simple”’ receipts have never 
been any better evidence of payment 
than paid endorsed cheques, while 
the paid unendorsed cheque is by 
the new Act expressly made evidence 
of payment. The cheques of those 
customers who insist on still calling 
for receipts on the back must now 
have a large R on the front, near 
the amount in figures: after Octo- 
ber 16 the banks do not undertake 
to examine receipts on the backs of 
any cheques lacking the R. And 
in future all extensions of the prac- 
tice are to be discouraged—though 
so far there appear to have been no 
suggestions that banks should make 
a specific charge for the service. 


Bankruptcy Law 
and Bankers 


The report of the committee under 
the chairmanship of Mr Justice 
Blagden that has been examining the 
possibilities of reform of the law of 
bankruptcy makes two recommenda- 
tions of particular interest to the 
banks. It has long been apparent 
that the existing provisions on 
fraudulent preference can operate 
harshly against the banks. A cus- 
tomer who, seeing bankruptcy im-' 
pending, clears his borrowing in 


order to release his guarantor, may’ 


leave his banker liable to the trustee 
for the amount involved, and with 
only the right, usually of very 
doubtful value, of himself proceed- 
ing against the guarantor. The com- 
mittee recommends that in such a 
case the trustee should have to pro- 
ceed against the guarantor and net 
the principal creditor, the banker, 
except to the extent that he, too, 
may have benefited from the trans- 
action. 

The other major point on which 
the banks have reason to criticize 


the present bankruptcy law is the 
incomplete protection it provides 
when the Court allows a stay of 
advertisement of a receiving order. 
Here the banker may continue to 
pay his customer’s cheques after the 
date of the order even though he 
has no chance of receiving notice 
until it is gazetted—and the relief 
given by the 1926 Act is far from 
complete, for it still permits the 
trustee to recover from the banker 
if he can establish, as he often can, 
that it is not practicable to recover 
from the transferee. Here the com- 
mittee recommends that the turning 
point in liability should be not the 
receiving order but actual notice of 
it, or its publication, whichever 
comes first. 

On the other hand, it does not 
agree that it would be desirable to 
extend into bankruptcy law the pro- 
vision in company liquidation that 
a bank’s advances for the payment 
of wages rank as a preferred debt. 
The committee heard evidence sug- 
gesting that even in liquidation this 
provision is open to abuse, and it feels 
in any case that its extension might 
encourage the continuance in busi- 
ness of persons already aware that 
they are insolvent. 


A Committee on ECGD 


An independent committee is to 
examine how far the present organi- 
zation and status of the Export 
Credits Guarantee Department is 
suited to the performance of its 
statutory duties. The last investi- 
gation was in 1929 under Sir Otto 
Niemeyer. The present status of 
ECGD is an independent and com- 
mercially-operated department. The 
chairman of the new inquiry is Sir 
Eric Speed, Under-Secretary of State 
for War until 1948; he is to be 
assisted by Sir Thomas Barnes, Sit 
Matthew Drysdale and Mr Bertram 
Nelson. 


628 














Expedient or Cure? 


HE threat to Britain’s prosperity has come sharply to a head 

in the past month, provoking vigorous action by the monetary 

authorities. . . . It is not only Britain’s prosperity, but the 

whole policy of freeing the economy, that is being put to the 
test’’. The comment is our own, on the measures of February, 1955, 
when Bank rate was raised to 44 per cent, its highest level for twenty-three 
years, and the Exchange Account made a far-reaching move to defend the 
parity of $2.80 by extending its support to the transferable market. Last 
month, after the lapse of two and a half years, four official budgets, at least 
two major special statements and measures, and two further Bank rate 
changes (the last of them downward), came the most unexpected and violent 
bludgeon. of all, calculated in its shock effect: Bank rate raised from 5 to 7 
per cent, its highest level for more than thirty-six years and a rise larger 
than any (excluding the quickly reversed increases at the beginning of the 
two wars) since 1847; a new and more swingeing Treasury curb on bank 
advances (and the inevitable tightening of the net by the Capital Issues 
Committee); and a freezing of total investment expenditures in the public 
sector. Once again, the central aim was to defend $2.80. 

Why has the battle been so long fought? Is it an indication that the 
equipment and the strategy are fundamentally ineffective—and that, conse- 
quently, their reinforcement in the same vein is an act of desperate and 
doctrinaire obstinacy, at best a transient expedient, at worst a move towards 
new dangers? Is this the right way to fight the inflation Britain has in 
1957? ‘These are not rhetorical questions. ‘They are already being raised, 
in a variety of circles—including, lamentably, some in the City itself. In 
part, the doubts are occasioned by the violent impact of the move in the 
financial markets, surveyed in the second section of this article. But 
fundamentally the adjustment has been a healthy one. The assumption of 
persistent inflation, for so long a basis of investment decision, is being 
questioned—though despite the Chancellor’s unequivocal assurance on the 
point at the meeting of the International Monetary Fund, the assumption 
has not yet been discarded. Equities staged a rally on the day he spoke. 
The recovery in sterling, and in gilt-edged, is a logical result of the new 
vigour; that in equities denotes either wishful thinking or unbelief. 

The Government and the monetary authorities have set the public, and 
still more themselves, a test of nerve. The test is still that of the free 
economy; but, just because of the shortcomings in policy since 1955, and 
because of the very boldness of this latest thrust, the test is now more critical 
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and urgent than before. Happily, both the nature of the moves them- 
selves and the wholly new emphasis in the Chancellor’s pronouncements 
on inflation give grounds for hope that the authorities are at last seized 
of the scale and nature of their task. They have pushed aside at the 
eleventh hour the alarming and nearly disastrous vacillations of the past 
few months, and before the first utterance of the Cohen Council or Rad- 
cliffe Committee have seized the initiative in a manner that could be the 
foundation of the economic leadership Britain so sorely needs. 


I—CHALLENGE OF SEVEN PER CENT 


Admittedly, Bank rate at 7 per cent is in many ways an extraordinary 
phenomenon in Britain to-day. ‘The economy is running at no hectic 
pace at home and is in current surplus overseas: the Chancellor has 
announced that the figure for the year to mid-1957 will be ‘just over” 
£200 millions, compared with the July estimate of £125 millions and the 
December guess of bare balance. Seven per cent may seem extraordinary, 
too, in a world conjuncture of growing pressures on international liquidity, 
falling commodity prices, and growing doubts about the maintenance of 
activity in the United States. It is needed, none the less, for two purposes, 
one short-term and broadly non-controversial, the other long range and the 
essence of controversy, concerning the efficacy of the monetary weapon in 
this recent phase and in the phase ahead as the instrument for eliminating 
inflation. 

The immediate issue, of course, behind which virtually all long-range 
considerations became dwarfed, was how sterling could survive the long- 
heralded meeting in Washington of the International Monetary Fund, the 
approach of which, even after signs had multiplied that no exchange rate 
adjustments would result from the meeting, occasioned a new intensification 
of speculative pressures on sterling. What could provide sufficient backing 
for the affirmation of determination to hold the exchange ? 


Flexible Rates Rejected 


Mr Thorneycroft’s new firmness in his approach to inflation, his restric- 
tions on public investment and on advances and, above all, 7 per cent Bank 
rate, gave his words real meaning: 


The Government intend to maintain the existing exchange rate parity of 
$2.80 to the pound, and they do not intend to allow the margins to widen. 


Critics of 7 per cent have to show what other action could have saved the 
pound. An autumn budget or a stiffening of hire-purchase controls, unless 
very severe indeed, would almost certainly have been ineffective as well as 
objectionable; direct controls on imports would not have touched the real 
malady, and would have been an ominous retreat from economic freedom, 
internationally as well as internally. 

The one alternative that could be seriously considered was to widen the 
margins, thus hoping to discourage new speculation by increasing the risk. 
But this expedient, while it might have brought short-term relief, could 
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have made no impact on the underlying grounds for sterling’s weakness. 
The general exchange instability stemming from the chronic strength of 
the D-mark and the weakness of the French franc have played their part, 
as have the regular autumn strains (among which must now be included 
the unfortunately timed IMF meeting); but the magnitude of the run on 
sterling following the French devaluation in August can be explained only 
by the distrust of sterling arising from the continuance of the decline in its 
purchasing power. A stark indication of this influence has been given by 
British residents themselves—in their purchases of $200 millions of dollar 
stocks in the first half of 1957, before the Kuwait gap was closed. 

Against fears of underlying confidence, a measure of flexibility could have 
had very limited effects; and by breaking the principle of fixed rates, it 
would plainly have carried grave long-term dangers. By rejecting it, and 
acting in a form that was at once arresting, orthodox and directed to the 
root of the malaise, the authorities have supported sterling with a vigour 
and courage that few observers had believed to be on the cards politically. 
In the process, of course, speculation against sterling has been made 
extremely expensive—and as a further move against the bears the authorities 
have also restricted credit facilities for non-residents in the London market. 








As I See It ... 


Sir Oscar Hobson, who has been on holiday, writes: 


So the Government, after doing nothing for six months (except 
reduce the Bank rate to 5 per cent) has been stung into taking new 
action against inflation. One comment I have heard about the 
new measures is that, though perhaps not “ too little and too late ” 
they are at any rate “too late”. Another is that they represent 
the last despairing act of weak men driven into a corner. 

I don’t in the least accept the first complaint. It is never too late 
to cease inflating; indeed, all currency inflations have sooner or 
later come to an end. True we may yet be forced into measures 
of direct restriction or of devaluation. I do not believe that we 
need be. Our reserves, though slender, are not negligible, and the 
first response of the foreign exchange market to the shock Bank 
rate treatment is not unpromising. 

As to whether after these months of shilly-shallying the Govern- 
ment can be expected to prove itself strong enough to carry through 
with the policy it has started, and cope resolutely with the formid- 
able industrial difficulties which lie ahead—that I agree is the 
crux of the whole situation. One can only hope that it will find 
the necessary strength. Personally, I have that hope and I feel sure 
that, if now, after all these false starts, the Government show real 
resolution, the difficulties will be found to be less intractable than 
appears. I think that all classes are sick and tired of this perpetual 
niggling inflation and will follow a bold lead to end it. 
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THE MEASURES OF SEPTEMBER 19 


Bank Rate 
Raised by 2 per cent to 7 per cent, its highest since April, 1921. 


Bank Advances 
The clearing bankers informed by the Chancellor that although 
“ special considerations may arise’”’ in relation to certain export 
credits, “‘ the situation requires that’”’ the average level of bank 
advances during the next twelve months should be held at the 
average level for the last twelve months. This is discussed on 


page 621. 


Public Investment 
Total of investment expenditures by central government, local 
authorities and nationalized industries to be held in next two years 
“ within the level attained this year’’. ‘This is believed to relate to 
expenditures in the calendar year 1957, now running at rather under 
£1,500 mns; the planned increase in 1958 and 1959 together was 
around £300-350 mns. 


Capital Issues Committee 

CIC instructed, on basis of current directives, to take “‘ a more 

restrictive and critical attitude towards applications to borrow ”’, in 
particular towards applications for large amounts. 


Restricted Sterling Credits 
(1) No further refinance facilities to be granted to non-residents. 
(2) Sterling credits for purchase of goods by a non-resident from 
another non-resident not to provide for payment by usance drafts. 


The New Money Rates 


‘ 


Old* New 
Bank Rate - + iy - - 5 7 
Clearing Banks’ Rates 
Advances: Nationalized industries 5 7 
“ Blue-chip ”’ companies 5} 73 
Good “ average’ borrowers .. 6 8 
Marginal borrowers... Va 64-7 83-9 
Deposits at 7 days’ notice .. i * 3 5 
Minimum §short-loan_ rate (‘‘ regular ”’ 
money, bill or bond secured) ., i 34 54 
Bill Rates Sept 13, 1957 Sept 20, 1957 
Treasury bills (average allotment rate) .. £4 4s 8.24d £6 12s 1.02d 
Bank bills, 3 months 7 . a 4 ,-42 63-6; 
Trade bills, 3 months 54-6 74-83 


* Since February 7, 1957, when rates reduced } per cent. 


Rates on Tax Reserve Certificates raised from 3 to 34 per cent 
tax free. 

The Building Societies Association reiterated that there is no direct 
link in societies’ lending and borrowing rates with Bank rate; but 
an increase is generally accepted as unavoidable. ‘The council of 
the Association meets this month. Some weeks before the Bank rate 
increase, the Co-operative Permanent Society broke the line by 
raising rates for new borrowers from 6 to 6} per cent. 

Rates on loans to local authorities after Sept 28 by Public Works 
Loan Board raised from 5? to 7} per cent for loans up to five years, 
from 6 to 6} per cent from five to fifteen years, and from 5? to 63 
per cent over fifteen years. 

The leading hire-purchase finance companies are to raise maximum 
service charges on finance of motor vehicles by 14 per cent. 
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Important problems remain in the exchange sphere. As is brought out in 
the ensuing article, these are essentially problems for Europe—important for 
Britain but, when faith in sterling’s internal value is restored, no longer critical. 


Criterion for a Reduction 


So much, among observers who have not by-passed the immediate issue 
posed by the exchange pressure, is fairly common ground: even that 
prominent commentator who recently advocated 3 per cent Bank rate agrees 
that seven is really more appropriate now. The real controversy is likely to 
be over the direction of policy when the immediate pressure has passed. The 
behaviour of sterling, certainly, will govern the duration of 7 per cent; 
in the Chancellor’s words, “‘ this exceptional rise is made necessary because 
of the heavy speculative pressure against sterling ’’. It is to be hoped that 
the criterion for a reduction that the Chancellor has in mind is not simply 
the abatement of the speculative outflow but its reversal—the substantial 
covering of the massive short position in sterling, including that built up 
during the phase of Suez fears and never subsequently covered. 

Sterling is the key. But if the eyes of the authorities and the public 
continue to focus on the underlying cause of the sterling weakness, the 
time for a let-up will depend also on the success of the measures internally. 
‘But an increase was required in any event to give support to the [other] 
measures . . . during the period in which they are developing their full 
effect’. This, it must be.assumed, implies that the Chancellor deems the 
new restrictive measures, and a Bank rate higher than 5 per cent, necessary 
to fight internal inflation, regardless of the immediate external pressures. 
The “ full effect ’’ could be substantial. As ever, it is impossible to assess 
the precise meaning of the halt in public investment. But if the limitation | 
is honoured—removing the main expansionist force now apparent in the 
economy—the deterrent to borrowers of the interest structure produced by 7 
per cent Bank rate might become very great; and the improved climate for 
gilt-edged would enable the Government to resume funding operations 
and thus regain its influence over bank liquidity and bank credit. 


New Accent—Supply of Money 


‘The logic of the new measures and of the Chancellor’s statement implies 
recognition of the fact that fundamentally the fight is not against an ebbing 
of foreign confidence for special and transient reasons but against the seeds 
of inflation in Britain. It implies, too, that the reason why inflation has 
not been conquered by past monetary measures has been not that the measures 
were the wrong ones but that they were not wielded vigorously enough. 

There can be no remedy for inflation and the steadily rising prices which go 
with it which does not include, and indeed is not founded upon, a control 
of the money supply. So long as it is generally believed that the Govern- 
ment are prepared to see the necessary finance produced to match the upward 
spiral of costs, inflation will continue and prices will go up. 
The contrast with the tenor of the Chancellor’s speeches in July is com- 
plete. Here is no appeal, no dispersal of the responsibility for inflation, for 
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creation of money, over the nation as a whole. ‘The accent is firmly, and 
repeatedly, on money supply: the Government’s responsibility is recognized. 
In Washington the Chancellor went still further. Repeating his earlier 
statement, he said that for a halt to be called, the Government must be 
prepared to deny the extra cash, “‘ whatever other painful consequences may 
follow’”’. More explicitly still: 
If an attempt were made to take out of the system in money income more 
than is put in by new effort and production, the only result would be a reduc- 
tion in activity and employment of fewer men. 
If inflationary pressures grow, 
other things may alter, other aspects of policy may have to be adjusted, but 
the strain will not be taken by the pound sterling. 
A post-war Chancellor has said it—sound money is not expendable, even 
for full employment. 

There is no flirtation here with the new and dangerous doctrine that 
‘“wage’”’ inflation demands treatment other than that appropriate to 
‘““ demand ”’ inflation. Inflation is too much money: to stop it, the authori- 
ties raise the price of money; they freeze the supply stemming from their 
own projects; and they order a freeze of the supply in the form of bank 
advances. Whatever reservations may be held about the propriety of these 
last two moves—the investment cuts may be regrettable but necessary, the 
direct advances curb both regrettable and, if other tactics are right, unneces- 
sary—the sweep of the action as a whole must be acclaimed. ‘The authorities 
have succeeded in their object of jerking domestic opinion out of its com- 
placency. Here, if it is ever to exist, is the chance to stop inflation while 
Britain remains a free and prosperous society. 

If the logic of this move, and the meaning of the statements, are carried 
through—f, in practical terms, the Government takes a firm stand on wage 
claims, beginning with the new demands by the railway unions, and does 
not baulk at the first sign of unemployment—then there is a good chance of 
success, for sterling, for price stability, and surely, for the Government 
politically, too. If the authorities succumb to the great sectional pressures 
that are bound to rise against them; if, once again, they relax the reins 
prematurely and lose the initiative—then 7 per cent Bank rate, like its 
predecessors, will be open to the charge that it adds another push to the 
costs spiral. This is a policy that has to be worked. 


Warning of Recent Experience 


The warning stands clear in the experience of the past two and a half 
years. For brief moments, successive Chancellors appeared to accept the 
need for monetary restriction; but they never placed real reliance on this 
primary pressure. They preferred to lean on “ supporting ’’ measures, 
Mr Butler on his request to the banks, Mr Macmillan on the price plateau 
by request; and all Chancellors, not least Mr Thorneycroft until his latest 
statement, have placed great faith in public restraint and “ co-operation ”. 
The result has been that, while monetary and fiscal measures produced cer- 
tain specific soft spots in the economy, the pressure was never carried far 
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enough to persuade the public—employers, unions, consumers or savers— 
that the climate had changed. Hence prices went on rising while production 
fell—a conjuncture mistakenly castigated as a result of monetary restriction. 

The challenge of 7 per cent, as the Chancellor himself seems to have 
seen, is to push monetary restriction far enough to eradicate the inflationary 
psychology. For this result, some unemployment and possibly industrial 
dislocation are surely a small price to pay. If the unions quickly recognize 
the red light—and when it comes to the test unions are never anxious to 
persist in kicking against the pricks—neither need become substantial. In 
terms of real consumption forgone, the degree of adjustment needed in the 
British economy is not large. ‘The major task is to adjust an atmosphere. 


America in Perspective 


The importance of this adjustment is augmented rather than diminished 
by trends in the world economy. ‘The present standstill in the American 
economy, and threat of a downturn, does give cause for real concern. But 
it has always been obvious that the impact of a minor American recession 
—and there is still no ground to fear anything worse—will be much less 
serious on economies free of inflation than on economies vulnerable to every 
breeze. ‘That is one of the reasons why Britain, and the rest of the world, 
withstood the recession of 1953-54 so much better than that of 1948-49. 
Similar considerations apply to the restrictive effect on world trade of the 
strains on international liquidity resulting from the absorption of reserves 
by Germany and the United States. The question that has to be asked is 
whether Britain, and the other countries now hard pressed, will be better 
served by a policy designed to counter this trend by making sterling strong 
and trusted, or by an expedient that somehow tries to seek isolation from 
the world market forces. 

Both these world influences, moreover, are to some degree caused by 
antipathy overseas to price inflation. ‘The persistent flow of gold into Ger 
many plainly owes much to the constant preoccupation with inflation, and 
to the measurement of inflation in terms of the price level. In Germany 
that is nothing new, being traditionally explained as an exceptional reaction 
from two hyper inflations. But the United States has had far less inflation 
than most other countries; and in the United States, too, the price level is 
becoming the criterion of the direction of official stabilization policy. 

The outspoken stand taken by the Federal Reserve authorities on this 
point, and the intimation that a little recession would not be too big a price 
to pay to exorcise the inflationary atmosphere, has been one of the 
reasons why expectations of a recession are more prevalent to-day than they 
were a few months ago. ‘This has been the main blow to industrial shares 
on Wall Street—and it was an important influence in the fall in equities in 
London in the week before the new measures. ‘The unyielding and unex- 
ceptionable statement by Mr William McChesney Martin may have had 
a wide ranging influence in pricking the world inflationary bubble. We re- 
print it nearly in full in this issue; it is heartening, and fortunate, that there 
is now no poignant contrast with the stand of the authorities in Britain. 
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Viewing in perspective the course of the economy in Britain, and in the 
world as a whole, the major disturbance is still inflation. That does not 
mean that preparation need not be made for an about turn; but so far the 
fears of an undue deflation are based on conjecture, not fact. In both 
America and Britain, capital outlays by business are expected to show no 
increase next year; currently, they are still at peak levels. In both countries 
dislocation is expected from lower defence contracts; but in both, questions 
are being raised about the military dangers of the reductions—whilst the 
implications of the tightening of the Soviet grip on Syria and of the declared 
Soviet lead in long-range rockets could obviously be very important indeed. 

Particularly in Britain, there has been a persistent tendency since the war 
to judge deflationary influences to be larger than they have turned out to 
be, and to counter them too early, exacerbating the secular inflation. There 
is simply no parallel with pre-war conditions; and it is misleading to evoke 
one. ‘Thus, it can rightly be pointed out that the Bank rate of 7 per cent 
maintained for twelve months from April, 1920, carried part of the blame 
for the severe post-war slump. But the boom it was designed to check 
was a wild, speculative upsurge—involving, for example, a rise in bank 
advances by 85 per cent within one year; and in the slump that followed 
the monetary authorities were obsessed with technical problems of debt 
financing. ‘This is not the picture to conjure up at the first sign of slackness 
resulting from 7 per cent in 1957—or 1958. With the current built-in bias 
towards inflation, excessive contractions resulting from policy measures 
could be remedied without undue difficulty by putting policy in reverse. 
In the phase ahead, indeed, an immediate instrument of such action will be 
provided by the shelved projects in the public sector. This evident 
safeguard, which should be clearly explained to the public, should itself 
encourage the Government to press its policy home without excessive caution. 


II—THE MARKET UPHEAVAL 


In all sections of the markets, it has been well recognized that the etfect 
of the new measures will turn largely on the extent to which the Government 
means what it says. Uncertainty about the implications for the general 
economic climate is likely to continue until the first major wage test. 

At the outset, the domestic stock markets seemed to have been rather 
more convinced of the authorities’ determination than the exchange markets. 
But after the week-end sterling began to rise on all centres, and the recovery 
was boosted by the statement of Dr Per Jacobsson that “ sterling is cer- 
tainly not over-valued at its present parity”? and by Mr Thorneycroft’s 
new assurances. The rates on New York and Frankfurt, long supported 
at their lower limits, rose at one point to $2.79} and DM 11.734. In the for- 
ward markets the discount on sterling against the dollar narrowed sharply 
from its peak (which exceeded that of the Suez crisis), though there was 
little further movement against the D-mark. 

Initially, the effect of the monetary measures was violent on both gilt- 
edged and equities. The Financial Times index plummeted 8.7 points on 
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the Thursday of the announcement and a further 6.3 points on the following 
day; at 177.2 it was then 11 per cent lower than a fortnight before, when 
the weakness of Wall Street began to take its toll. Early the next week it 
rallied by nearly six points. 

The premium on dollar stocks has fallen sharply—from 17} per cent to 
under 10 per cent—and after a small rise on the Thursday, gold shares also 
weakened. More encouraging still, gilt-edged quickly regained their poise after 
the initial blow. ‘This had knocked War Loan down 4} points, to a new 
low point of 614, and Old Consols down 3 points, to 45—still 1} points above 
their nadir in 1920. But on the morrow of the moves, despite a consider- 
ably larger rise in the bill rate than had been expected—by 2% per cent to 
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619/32 per cent—gilt-edged remained steady. In the following week they 
rose through the whole range of maturities. 

The tender rally in gilt-edged securities in the weeks preceding the 
authorities’ action was a reflection of their attractions to investors for yield; 
but a firm and sustained recovery was ruled out by the uncertainty hanging 
over sterling and the control of domestic inflation. Seven per cent Bank rate 
plainly does much to allay these fears—and the new yields become a strong 
pulling force indeed. 

It is the task of official monetary tactics to put the new foundation of 
confidence for the gilt-edged market to good use. The mood of utter 
distrust, almost panic, that characterized this market in the early summer 
meant that the authorities could do nothing with it. For that, they had 
themselves to blame, in the wider sense for their failure to resist inflation, 
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and immediately for the false hopes raised by the foolhardy “ following ” 
of the market into the February Bank rate reduction and by the move to 
the brink of another reduction after the budget. It is to be hoped that the 
authorities have thus learned the true cost of the easy doctrine of funding 
on a rising market. There should now be no need to talk the market up. 
While official policy is kept sufficiently firm, the strength of the economy 
will argue itself into gilt-edged prices. An early test of official tactics in this 
sphere will be the treatment of the £503 millions of 2} per cent Funding 
stock maturing next month. A substantial part of this stock is already in 
official hands; the prospect for genuine conversion of the rest seems far better— 
if more expensive—now than seemed possible before the monetary action. 


Funding and Bank Liquidity 


A firm funding policy must be an essential plank of the drive to limit 
the supply of money, together with the limitation of public expenditures, 
especially on subsidies or virtual subsidies to finance wage claims. Owing 
to the loss of grip in past months, the authorities’ market influence over the 
policy of the banks is now weak. Even after the first pressures arising from 
the outflow of exchange, bank liquidity is generally comfortable: as our 
regular table on page 689 shows, the lowest ratio is 34.5 per cent and the 
average ratio 35.3 per cent. Admittedly, there is another source of pres- 
sure that might now emerge—renewed switching of funds from deposit 
accounts into Treasury bills. The margin between the deposit rate of 5 per cent 
and the Treasury bill rate was nearly 18 per cent at the tender after the 
Bank rate change; this rate is likely to come under pressure from outside 
applicants, though the discount houses will certainly do their best to uphold 
it to make good in part some of the very heavy losses suffered both in book 
values and in running margins on bills and bonds financed at the new 
money market rates. ‘The margin of the bill rate over deposit rate is now 
the widest since October last, since when outside investors have run off their 
bill portfolios to a considerable extent. But this may have been due in part 
to a general tightening of liquidity, which must now be expected to go further. 

Especially if they give effect to the Chancellor’s instruction to reduce 
advances, the banks may thus tend to be relatively free from liquidity 
pressure. ‘The knocks suffered by their portfolios in recent years—not 
least those of last month—have made the banks generally suspicious of 
gilt-edged. But plainly this may seem an opportune time for buying. In 
that event it will be important for the monetary authorities to prevent the 
purchases from easing the liquidity of the private sector, by making off- 
setting sales themselves. ‘Temptations to take advantage of a moderation of 
the cost of Government borrowing must be rigorously declined in favour of 
the overriding aim of keeping a firm check on the money supply. 

In their market tactics as in their wide economic policy, the authorities 
must now accept the logic of their dramatic bid to defend economic freedom 
on the internal and external fronts. Politically, the Government has in any 
case embarked on a gamble: to make it pay off, it must be prepared to 
match its daring stake with iron nerve. 
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Exchange Priorities Now 


HE overriding lesson of Britain’s crisis of 1957 is the same as 

that of the earlier post-war crises: the inescapable connection 

between the strength of the economy internally and externally. 

_ But this time the lesson has been the sharper because, in terms 

of the margin of resources left free, the economy was not weak and over- 

extended, either internally or externally. ‘The seepage overseas was the 

want of confidence in the currency. Stability demands not only a current 

surplus large enough to cover inescapable commitments of overseas invest- 

ment and debt redemption, but a domestic prospect sound enough to prevent 

a run on the bank. Considerations such as an increase in the cost of the 

service of the sterling balances pale into insignificance compared with the 
potential relief from a reversal of the speculative tide. 

The monetary measures, if sustained, should root out the core of sterling’s 
own weakness. But while the authorities have thus acted to protect sterling 
from special vulnerability, they must still be concerned about the exchange 
pressures and uncertainties emanating from unbalance in world payments 
as a whole. ‘Two major points of such unbalance have emerged recently. 
The first is the chronic current surplus of Germany and the chronic current 
deficit of France, which have for some time threatened a breakdown in 
Europe’s credit facilities through EPU. ‘The pressures came to a head in 
the French devaluation in August—which did not eliminate them. The 
second major strain was the re-emergence in the last quarter of 1956 and 
the first quarter of 1957 of a drain of world reserves into the United States 

though it should be noted that this was attributable in part to the special 
pressures of Suez, and was reversed in April-June. 

Owing partly to the pull of the domestic strength of the economies of 
the United States and Germany, partly to over-expansion in certain other 
economies, and increasingly in the most recent phase to the general weakness 
of commodity prices, a general strain on international liquidity has been 
felt. ‘This problem has loomed large at the meeting of the International 
Monetary Fund. Besides the United States and Germany, only Aus- 
tralia of the major trading countries has added to its reserves this year. 
Besides Britain, the countries that have experienced disturbing losses 
include France, India, Japan, the Netherlands—these mainly as a result 
of an excessive industrial boom—and Argentina, the Central African 
Federation, Ceylon, Chile, Denmark, Finland, and Pakistan—these mainly 
as a result of lower earnings from exports of primary commodities. France, 
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India and Argentina have taken direct action to cut imports; Finland 
devalued last month (see page 681); and the Central African Federation 
is urgently seeking a loan in the United States. 

The pressures on liquidity would have been far worse without the large- 
scale help given in the past year by the International Monetary Fund, to 
twenty countries for a total (including stand-by facilities undrawn) of $1,500 
millions. But this unprecedented burst of activity-——involving a considerably 
larger release than in all the Fund’s operations in the previous ten years— 
could not be repeated within the limits of the Fund’s present resources. 
To that extent it underlines a new stringency in international liquidity. 


EPU—Decision this Month ? 


Of these pressures, the most critical is probably still that in continental 
Europe; and it is here, too, that there is the best chance of a new injection 
of international credit. ‘There seems little chance of early results from the 
IMF discussions, either in the form of an increase in the price of gold or 
of an expansion of the Fund’s resources. On the other hand, the question 
of the future of the European Payments Union cannot be long delayed; 
indeed, it seems likely that a decision will emerge from this month’s 
meeting of the ministerial council of the OEEC in Paris. France has 
completely exhausted its quota and additional facilities in EPU, and is now 
settling its deficits wholly in gold. A certain reflux of exchange took place 
in the second half of August, but the franc is again weak. Germany, in 
turn, has for some time been granting unlimited credits to EPU, far beyond 
its quota; and while a large part of the recent intake of exchange has plainly 
been speculative, the portion attributable to current trading transactions is 
still disquietingly large. In July and August together Germany’s EPU 
surplus totalled $360 millions, and without the purchases of sterling for 
debt prepayment it would have been around $500 millions. ‘The German 
central bank estimates that ‘‘ at least half’ of the exchange inflow in these 
months was attributable to speculative influences. 

The German authorities know, and have publicly stated, that the rest of 
Europe cannot stand a persistent’ drain of reserves indefinitely. ‘The 
Germans have been willing to take a number of small measures designed 
to encourage imports and the outflow of capital—the latest suggestion for 
a prepayment of bonded debt is discussed on page 626, and _ technical 
measures taken in recent weeks are reported on page 683—but they have 
consistently refused to make a major attack on the problem, either by an 
upvaluation of the mark or, a still more fundamental remedy, by a significant 
loosening of their domestic fiscal and credit policy. ‘Their stand has always 
been that medicine is for the sick and not the healthy. Now that Britain 
has taken such a drastic dose, and France a provisional one, thg Germans 
can be expected to look with greater sympathy on appeals for action on 
their own part. 

One step in Germany’s domestic policy, the reduction of } per cent in 
Bank rate, to 4 per cent, was actually made, coincidentally, on the eve of 
Britain’s 2 per cent increase. The contribution is useful, but very limited. 
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While short-term money rates are now substantially lower in Frankfurt 
than in London, other interest rates in Germany are still as high or nearly 
as high as the new rates in Britain, and of course much higher than in other 
major countries. ‘The German authorities have not loosened their hold on 
the volume of credit. Thus attempts to encourage private exports of 
capital stand little chance of success. But one encouraging sign in recent 
months has been the disappearance of the former large budget surpluses. 


Initiative with Germany 


In these circumstances, it is generally expected that Germany will agree 
to rejuvenate the European payments mechanism by providing a substantial 
credit. ‘The great question is the form in which this credit will be offered. 
Some banking circles in Germany have declared themselves in favour of a 
straight gold loan to EPU; but powerful voices, including that of Dr Erhard, 
have been arguing for making this the opportunity for a move to formal 
convertibility within the framework of the European Monetary Agreement, 
which under its existing articles provides for a new European Fund of $600 
millions. ‘This would provide credit not in automatic proportions at monthly 
settlements as under EPU but in loans to countries experiencing payments 
difficulties, in particular to help them to avoid import restrictions. 

The response of Britain and other countries to this proposal, if it is raised, 
is likely to be pragmatic. It has for some time been difficult to understand 
the Germans’ preoccupation with formal convertibility, since this would 
involve very little practical change from the existing arrangements through 
the exchange markets. A German proposal to introduce EMA in con- 
junction with provision of a substantial credit would be judged for its 
contribution, on balance, to a restoration of stability in European payments. 
But it is now quite clear that Britain would not take advantage of the EMA 
facility for somewhat wider exchange margins than the present ones. 

This decision, which is likely to be matched by the majority of European 
countries, places the burden of long-term adjustment squarely on domestic 
policies; and the further the moves towards free trade, the more will this 
be so. Britain has now acted with a vengeance in this sphere. Germany 
may still decline to embark on expansionist measures that seem to endanger 
its rightly cherished domestic stability, but it should be strongly urged to 
lay the ground for a future increase in consumption and fall in internal 
interest rates. A substantial shift in the direction of larger imports and 
larger exports of private capital must accompany a German credit if a 
renewed liquidity crisis is not to reappear when the credit is used up. 

The most intractable problem is probably that set by France. The 
obstacles to internal recovery are complex and prickly—as an important 
article on page 653 makes clear—and the institutional and psychological 
resistances to official action have traditionally been very great. France’s 
European partners, always strongly affected by its strength and welfare 
and now intimately concerned as its potential partners in the free trade 
schemes, can only press on its authorities the grave implications of failure 
to find a solution that is at once liberal and durable. 
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Ottawa and Europe 





HE discussions between Commonwealth Ministers now in progress 

in Canada are rather wider than those usually held after the 

meetings of the International Monetary Fund and the World 

Bank. ‘The Chancellor and his advisers have been joined at Mont 
Tremblant by Sir David Eccles, President of the Board of Trade, and by Mr 
Reginald Maudling, Britain’s co-ordinator of European Free Trade affairs. 
The Ottawa meeting, it will be recalled, takes place at the invitation of the 
new Canadian Prime Miuinister, Mr Diefenbaker—who intends it to be 
merely a preliminary survey to prepare the ground for a full-scale trade and 
economic conference of the Commonwealth to be held in the early part of 
next year. In practice, besides giving Britain a chance of explaining its 
drastic monetary measures, and the moral for all present, the main im- 
portance of the present meeting is likely to be as a preparation for the 
coming ministerial discussions on European free trade, both in OEEC to 
hammer out the pattern of the free trade area and at Geneva to reconcile 
the arrangements with the General Agreement on Tariffs and Trade. 

Divergent views are held about the desirability of even this preliminary 
meeting. ‘There are cynics both in and outside Canada who refuse to take 
the Diefenbaker initiative seriously. ‘They describe the new Prime Minister 
as a “‘ romantic’ who contrasts, rather to his disadvantage, with the realists 
of the Canadian Liberal Party who until the last election had charge of 
Canadian affairs for so long. All politicians are romantics at election time 
and there is no doubt that there was'‘a strong flavour of emotionalism in the 
general tenor of much of the Canadian Conservative Party’s last election 
platform—resentment against excessive United States investment in Canada 
and against undue dependence of the Canadian economy on the United 
States market, and parallel demands for stronger links with other members 
of the Commonwealth and with the United Kingdom in particular. 

Some close observers of the Canadian scene now suggest that, faced 
with the harsh realities of economics, Mr Diefenbaker’s romanticism is 
already beginning to wane. On the other hand, events since his election 
have widened the appeal of some of his arguments for a Commonwealth 
trade conference. ‘There have been more indications of interference by 
the United States with the free flow of trade. Further cut-price sales of 
wheat and other agricultural surpluses have undermined exports of competing 
countries: Canadian resentment on this score is strongly shared by such 
countries as Australia and New Zealand. Also, further increases have been 
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contemplated by the United States in duties on some basic commodities, 
including metals, normally imported from Canada and other Common- 
wealth countries. Of still wider significance, the Ottawa meeting occurs at 
a time of growing fears of industrial recession in the United States. 

An American recession would undoubtedly strengthen the momentum 
behind a policy of closer Commonwealth economic co-operation. But it 
is one thing to recognize that there are threats in the American prospect 
that may compel the rest of the world, and Europe and the Commonwealth 
in particular, to take defensive measures, and that US foreign economic 
policy, not for the first time, is showing itself somewhat remiss in its concern 
for the equilibrium of international payments and for the interests of neigh- 
bouring countries; it 1s quite another to conclude that this offers a sufficient 
basis for a substantial reorientation of trading and payments policies. ‘The 
existing instruments governing the conduct of world trade and payments, 
the General Agreement on Tariffs and Trade and the Articles of Agreement 
of the International Monetary Fund leave much to be desired, but they do 
provide a first set of defensive measures ready made, negotiated and accepted 
by all member countries, to be used if fears about United States policy and 
prospects are realized. It is unthinkable on the basis of what has happened 
so far to injure or by-pass the codes of freer interchange and non-discrimina- 
tion on which the post-war reconstruction of world trade and payments has 
been largely built. 

The most important aspects of the Ottawa discussions are in fact likely 
to be those dealing with the free trade plans for Europe and the association 
of Britain, and perhaps the Commonwealth, with them. In some quarters 
Mr Diefenbaker’s initiative in calling the Ottawa Conference has been 
regarded as a direct rejoinder to the common market and free trade area. 
This is not so. But there is need for elucidation and exchange of views 
between Britain and Commonwealth countries on this subject. 


The Liaison Officer 


Most of this work of liaison will fall on Mr Reginald Maudling, the 
Paymaster-General, whose appointment as Minister in charge of Britain’s 
negotiations for the free trade area and elevation last month to Cabinet 
rank in that capacity are impressive tokens of the earnestness with which 
Britain’s association with Europe is being pursued. ‘There is no question 
of retreat from these plans in favour of a closer association with the Common- 
wealth. ‘That has never been shown to be a practicable alternative, and it 
has not been pressed from the Commonwealth itself. Mr Maudling, 
among the ablest of the young Conservative Ministers, would not link his 
political future to a dead cause or even to an outside chance. 

Two or three weeks after he leaves Ottawa Mr Maudling will lead the 
United Kingdom delegation in the vital negotiations in Paris for the free 
trade area convention. ‘The timetable calls for the utmost speed. ‘The 
common market programme has been virtually cleared of uncertainty. 
The treaty, signed in Rome last March, has been ratified by France and 
Germany, and ratification by the other four countries can be regarded as 
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little more than a formality. It is, therefore, almost certain that the treaty 
will come into force on January 1 next and that as the first practical effect 
of its operation, a 10 per cent cut in tariffs and enlargement of quotas 
between the six countries will have taken place by January 1, 1959. 

The negotiations for the free trade area must adjust themselves to this 
timetable. There is a very strong case to be made for an exact alignment 
of cuts in tariffs and quotas in the common market and the wider area. 
That case was argued with conviction in the British Government’s white 
paper on the free trade area published earlier this year. Lack of co-ordination 
will tend to create considerable technical difficulties. ‘This is the urgency 
in negotiating the new convention. Even if it is not possible to complete 
this admittedly arduous task by the end of this year and if the negotiations 
in Paris carry on into 1958, it should be possible to make the arrangements 
sufficiently retrospective to effect the first reduction in tariffs and direct 
restrictions together with those in the common market. 

One difficulty can be foreseen in the nature of the negotiations themselves. 
It is probable that seventeen countries will be represented. That will 
mean at least thirty-four negotiators round the table. It will be difficult to 
speed up such technical discussions with a team of this magnitude. Yet 
it is essential that all potential members of the free trade area should be 
represented. Each has its special problems and will find it virtually 
impossible to delegate the defence of its own particular interests to another 
country. ‘Thus it would be idle to hope for a co-ordinated Scandinavian 
policy on the free trade area, given the wide disparities of interests of, for 
example, Sweden and Denmark. 

The frincipal problems to be faced in these negotiations fall into three 
categories. ‘There are the problems concerned with agriculture and par- 
ticularly with Britain’s declared intention of excluding food, drink and 
tobacco from the proposed free trade arrangements. Secondly, there are 
those following from the inclusion in the common market of the overseas 
territories of memlLer countries, notably those of France; this has raised 
the questicn cf treatment of overseas members of the British Commors 
wealth. Thirdly, there is the institutional problem, above all the vital 
question of how far behaviour in the free trade area will be taken out of 
the hands of the individual governments. 


Agriculture—a Misunderstanding 


The problem of agriculture has been widely misunderstood. ‘The 
peculiar difficulty arises from the lack of precision on the treatment of 
agricultural products in the common market itself. The one point that ts 
abundantly clear from the treaty is that there is to be no free trade in 
agricultural products within the common market, at least during the whole 
twelve to fifteen years of the transitional period, and perhaps indefinitely 
thereafter. The common market in agricultural products will be a highly 
controlled market. The tariffs may go, but their place will be taken by 
minimum import prices; in addition there will be support programmes to 
purchase any surplus products at guaranteed prices. 
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Among the countries that pressed most strongly for these restrictive 
provisions was France, in order to assure continued protection for its high- 
cost farming industry. In the circumstances it is ironical that it should 
have been a French voice that expressed unwillingness to accept Britain’s 
proposed exclusion of agricultural products from the free trade area. 
Britain will certainly have great difficulty in holding to the rigid stand of 
complete exclusion. But the substance must not be confused with appear- 
ances. Whether food, drink and tobacco are or are not formally included 
by Britain in its arrangements for the free trade area, Britain will remain 
by far the largest importer of European agricultural products within this 
community of nations. That fact surely points to the possibility of 
some reconciliation of Britain’s understandable desire to protect its own 
farmers and to maintain preferences on agricultural imports from the 
Commonwealth countries with the equally understandable reluctance of a 
country like Denmark to give tariff concessions on imports of British manu- 
factured goods but to see no benefit for its own traditional exports. 
Negotiations product by product are likely to provide the solution. 

In the Ottawa discussions, the problem of agriculture will dovetail 
logically into that of the overseas territories and their association with the 
common market and the free trade area. Broadly, the Commonwealth 
countries have two main fears. If Europe is to become an increasingly 
controlled market for agricultural produce, Canada, for example, will be 
justified in asking what prospect there is for holding or expanding its 
traditional market in Western Europe for hard wheat. Secondly, if the 
overseas territories of the common market countries are brought in on 
preferential terms—and this principle has been written into the common 
market treaty—it follows that discrimination will be applied in Europe 
against such produce as West African cocoa, and citrus fruit and bananas 
from the West Indies. On both these questions Mr Maudling is likely to 
receive forceful instructions from the Commonwealth. 

It would be quite wrong to-imply that the attitude of the Commonwealth 
towards free trade with Europe is essentially negative and defensive. ‘There 
is general appreciation of the potential benefit to all of this arrangement to 
increase Europe’s living standards and economic strength. A few Com- 
monwealth countries, moreover, may conceivably wish to associate them- 
selves with the free trade area, encouraged by the entry of French overseas 
territories on essentially one-way terms—receiving the benefits of preferential 
and ultimately free entry into the common market, but maintaining their 
own tariff barriers to European goods. Their only obligation is to extend 
the preferential treatment given to French manufactured goods to the 
Six as a whole; if some of the newer dominions—and Ghana is a case in 
point—decide in favour of some association with the free trade area and 
can secure comparable one-way terms, they in turn would have to extend 
imperial preferences to all the free trade area countries. 

For West Africa this question would hardly arise, for these territories 
grant no effective tariff preference to the United Kingdom. But in other 
dominions and colonial territories the preferential margin is sufficient to 
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influence the pattern of imports. In these cases it might be found that 
the principal objection to the inclusion of the overseas territories came 
from Britain. Protection of domestic industries of most Commonwealth 
countries would not normally be endangered by bringing down their tariffs 
on European imports to the preferential level. But the creation of new 
preferential arrangements, already implicit in the inclusion of the overseas 
territories in the common market, is in fact the one aspect of the schemes 
that is likely to run into serious trouble with GATT, notably with Asian 
and Latin American countries. ‘The issue is likely to loom large at this 
month’s meeting. . 


Majority Decisions at OQEEC ? 


Should the rules of the free trade area be administered by an organization 
with powers overriding those of the member governments? ‘The British 
Government’s white paper tried to evade the issue by stressing the difference 
between the common market and the free trade area, suggesting that the 
former was the beginning of a process of economic and ultimately political 
integration which was not involved in the free trade area, and certainly not 
in the United Kingdom’s participation in it. ‘The distinction is not wholly 
convincing—in a sense it is belied by the need for co-ordination of lifting 
of trade restrictions and application of escape clauses in the common market 
and the free trade area. 

If the operation of the rules in the one case implies some delegation of 
sovereignty, it is difhcult to see why it does not in the other, without risk 
that the rules are broken. ‘The British representatives and those of other 
prospective members of the free trade area may be successful in their plea 
that the existing organization of OEEC will serve the new need. If so, 
however, it is increasingly recognized that it wili be necessary to introduce 
some changes of substance in the existing OEEC procedures—and in 
particular to provide for majority decisions in the Ministerial Council, 
which now works on the rule of unanimity. 

Britain will have as little as possible to do with the proposed European 
Bank, the Fund for Development of Overseas Territories and the Social or 
Rehabilitation Fund. ‘There is no lack of other institutions to satisfy the 
needs for which these new bodies are being created. ‘They will not bring 
into being the additional resources and savings that are in such short supply. 
They could even make a negative contribution to their cause by spreading 
even thinner the technical talent required by institutions of this kind. 

The arrangements for payments between countries in the free trade 
system will need no change. While the removal of trade barriers makes it 
more than ever important to avoid large and persistent disequilibrium in 
the payments balances of European countries, it does not (as circles in 
Germany often suggest) in itself logically demand formal moves to complete 
convertibility. The firm action by the British authorities has removed the 
major uncertainty hanging over European exchange markets; now equally 
drastic action is needed in France. The focus in Europe can then switch 
back to this vital question of freeing trade. 
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Commodities Face 
a lest 


By FRANCIS CASSELL 


T is notoriously difficult to strike a pattern in commodity prices; but 

when they do move together commodities usually provide a sensitive 

index of changes in the world’s economic climate. For the past 

eighteen months or two years—save for a short spurt at the time of the 
Suez crisis—a general downward trend has been discernible; yet this 
orthodox signal of deflation has until recently been contradicted by other 
indicators pointing strongly to inflation. The fall in commodity prices 
appears in some ways to have been a long run, secular phenomenon. Com- 
modities are thus more than usually vulnerable to the new deflationary 
forces on the horizon. The immediate reaction to Britain’s monetary 
measures was not violent, most prices continuing a downward drift. But 
the move contributes to the increasing uncertainty about the world business 
climate, stemming primarily, of course, from the fears of recession in the 
United States. 

Since June, 1955, Reuter’s index of commodity prices in the United 
Kingdom has fallen by about 11 per cent, while British retail prices have 
risen by nearly 10 per cent. In the same period Moody’s index of 
American staple commodities has shown no net change—some successes in 
the Administration’s farm price policies having offset the fall in metals— 
while United States retail prices have risen by 5 per cent. The growing 
gap between the prices of raw materials and of the products manufactured 
from them may be ascribed largely to the inflation of wage costs which 
every major industrial economy is suffering at the moment—unaccompanied 
by any general acceleration of the pace of industrial activity. ‘The con- 
currence of rising industrial costs and falling raw material prices has turned 
the terms of trade against the primary producers sharply enough to revive 
memories of the 1920s. The resemblance is easily exaggerated; between 
1920 and 1930 UK commodity prices fell by 64 per cent, while in the past 
two years they have fallen by 11 per cent. But the fall in certain com- 
modities is now marked enough to cause anxiety not only to their producers 
but to some manufacturers as well. 

The proximate causes of the general fall in commodity prices are the 
slackening in the growth of world industrial production and trade in the 
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past two years and, more recently, fears of an actual recession. Industrial 
output in both Britain and the United States levelled off at the end of 1955, 
and the recent recovery in Britain’s output may clearly be nipped in the 
bud by the restrictive measures. In America, opinion is still evenly divided 
about whether industry will move up or down this autumn. In other 
industrial economies, particularly Canada and much of continental Europe, 
physical capacity is now putting a brake on expansion, which until recently 
was Offsetting in part the sluggishness in Britain and America. Com- 
modity prices have been hit also by the world-wide increase in interest rates 
invoked to counter the inflationary pressures; and serious difficulties in 


TABLE I 
COMMODITY PRICES SINCE KOREA 
Korean June, June, 1953-Sept, 1957 Sept 23, 








Peak 1953 High Low 1957 
Metals 
Aluminium, perton .. ise £166 £161 £197 £161 £197 
Copper a aaa! Pie £287 £252 £436 £1834 £1932 
Lead ec ae £180 £902 £1264 £804 £89} 
Nickel ee £483 £483 £600 £483 £600 
Tin ee? £1,615 £663? £8924 £568 £738} 
Zinc —* £190 £72} £1054 £67} £72} 
Agricultural and Plantation Crops 
Wheat (Nr Futures, Chicago), 
per bushel .. $2.69 $2.02 $2.45 $1.81 $2.17 
Maize (Nr Futures, Chien), 
per bushel .. $1.92 $1.52 $1.65 $1.22 $1.22 
Cotton (American Middling), 
per Ib. 45.7d 32.0d 33.38d 25.10d 26. 55d 
Wooltops (64 “7 per Ib “ 326d 166d 167d 111d 140d 
Jute, perton .. - £175 £88 £116 £80 £112 
Copra (Straits), per ton £99 £75 £75 £63 £63 
Rubber, per Ib . 73d 192d 451d 164d 243d 
Tea (Indian Av vena. per Ib. 3s 8d 3s 7d 6s 11d 3s 8d 5s 0d 
Cocoa, per cwt. ' his 331s 250s 575s 168s 278s 
Reuter’s Index of UK Com- ) 
modity Prices , : 630.7 493.0 514.2 439.9 441.3 


- 


international payments have evoked fears of a general retreat into trade 
restrictions and a consequent contraction of the volume of world trade. 
Such fears have reinforced the natural effects of higher money rates on the 
readiness of consumers to hold stocks of commodities; and the pressure on 
prices has often been aggravated by sales, and intimations of future sales, 
from Government stockpiles. 

Despite these uncertainties, it is probable that world consumption of 
most commodities is still rising. The explanation of the weakness of 
commodity prices is not that performance on this side has fallen short of 
the forecasts of the Paley Commission. The United States gross 
national product in 1956 was in real terms 25 per cent higher than in 1950 
—a faster rate of growth than the 3 per cent a year on which the Paley 
Commission’s forecasts were based. Both in America and in the world as a 
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whole consumption of most raw materials is running ahead of the Paley 
schedule. It is the growth of supply that has far exceeded most expecta- 
tions. ‘Table II shows the rapid expansion of the output of base metals, 
whose prices where free (aluminium and nickel are the notable exceptions) 
have led the recent fall in commodities, as is shown in Table I. In the 
past two years supply of virtually every commodity, often geared to the 
further growth of consumption experienced in previous years, has caught up 
with demand; and post-war scarcities have given way to surpluses. 

The effect of increased supplies on prices is seen most dramatically in 
copper. Last year world copper consumption rose by about 50,000 tons 
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to a new peak of 3,100,000 tons; but world production, for once unchecked 
by strikes, rose by 250,000 tons to 3,300,000 tons. The approximate 
statistical balance of 1955 was thus replaced by a surplus of about 200,000 
tons. Copper mining capacity was expected to increase by another 300,000 
tons this year; but as it now seems unlikely that world consumption will 
rise by more than 50,000 tons substantial cut-backs in output will be required 
if the surplus is to be held at last year’s rate. 

Despite some cut-backs, and supporting market purchases by producers, 
the price of copper on the London Metal Exchange has fallen by over £80 
a ton this year to below £200 a ton, and now stands well under half the 
peak of £436 touched in March, 1956. ‘This precipitous fall indicates the 
inelasticity of demand. While the two Rhodesian producing groups can still 
show a good profit at present prices, since workers’ bonuses (often as large 
as basic wages) and royalties are related to the market price of the metal, 
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many marginal producers must be making losses. 


borrowing abroad, and it has recently been estimated that the continuance 
of present price levels would reduce the export receipts of the Central 
African Federation by £50 millions a year. Last year copper accounted 
for £114 millions out of total export receipts of £189 millions, and a drop 
of anything approaching £50 millions would upset the Federation’s develop- 
ment plans. 

The pattern of rapidly expanding supplies outstripping demand is repeated 
throughout the range of major metals. Probably the only metal with an 
assured demand for all future supplies is now gold—for which a perpetual 
support price is provided by the world’s monetary authorities. Even the 
shortage of nickel, one of the most persistent since Korea, appears to be 
ending, and among the precious metals platinum has lately come under 
considerable pressure, the free market price falling from £42} an ounce at 
the end of 1955 to around £28 an ounce. 

Most agricultural commodities, unlike most metals, have been in 
abundance for several years; between 1952 and early 1956 their drooping 


TABLE II 
THE RISE IN BASE METAL OUTPUT 


(Long tons) 


1938 1950 1955 1956 
Aluminium .. m 579,000 1,467,000 2,559,000 _—«.2,767,000 
Copper ce _. 2,020,000 — 2,500,000 + ~— 3,050,000 +—3, 300,000 
Lead...  .. .. ~~ 1,780,000 1,640,000 2,090,000 _—-.2,170,000 
Nickel ona 113,000 145,400 190,000 198,000 
Tin .. _ n 157,000 167,000 177,100 175,200 
Zinc ..  ..  .. ~~ 1,840,000 2,120,000 2,770,000 _— 2,900,000 


prices largely offset the strength of metals and gave a specious stability to 
the commodity indices. Improved fertilizers and pesticides and the 
development of more prolific strains since the war have brought about a 
second agricultural revolution with impressive increases in yields. Since 
1940 the productivity of American farmworkers has practically doubled 
and, to take one example, cotton production per acre in the southern United 
States has risen by 65 per cent. The American farmer, meanwhile, has 
been remarkably successful in persuading the Administration to underwrite 
prices. High support prices and falling costs inevitably brought massive 
overproduction and forced the Government’s Commodity Credit Cor- 
poration to absorb huge surpluses of most crops. The mounting stocks of 
the Corporation in time became a depressing influence on markets, and by 
discouraging private stockholding they increased the underlying dis- 
equilibrium. 

The political reaction in America against unlimited stockpiling, which 
set in about three years ago, crystallized in the establishment of the Soil 
Bank, an institution that pays farmers for taking land out of cultivation. 
The Soil Bank was a political compromise designed to appease the tax- 
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payer without outraging the farmer; but the Administration’s failure to 
secure the radical cut in support prices which alone could have brought 
supply and demand into tolerable balance severely reduced the effectiveness 
of the scheme. As a result the Soil Bank has been faced with an impossible 
task, and its endeavours are being largely frustrated—by cultivation of land 
that would normally have been left fallow and by still more intensive 
farming. ‘Thus although the scheme has had considerable success in 
reducing acreage planted it has so far made little impression on the size of 
the harvest. 

The Administration has been more successful in disposing of past sur- 
pluses than in curtailing prospective surpluses. In the season just ended 
Government exports of raw cotton were nearly four times as high as in the 
previous season—cotton being sold at times nearly 20 per cent below the 
American home price. American wheat exports, encouraged under Public 
Law 480 by sales against local currencies, as part of barter deals and as 
outright gifts, almost doubled in the past season. But to a large extent the 
Administration’s success has merely shifted the problem of surpluses on to 
the shoulders of the Department of Agriculture of Canada, which is now 
seeking ways of matching this competition. Canada’s carryover at the end 
of July was 723 million bushels—representing perhaps twice the 1957 
harvest——against 527 million bushels a year earlier. 


Sterling and Dollar Prices 


American farm price supports and producer-fixed prices for copper and 
other metals make US commodity prices less sensitive than British indices 
to changes in supply and demand. In the past four years, as the chart 
shows, Moody’s index has tended to be notably more stable than Reuter’s. 
Part of the recent decline in British commodity prices reflects the sharp 
drop in tramp shipping freights this year; and to this extent the shift in the 
terms of trade against the primary producers is exaggerated. But even 
after allowing for these considerations, the larger fall in commodity prices 
in the United Kingdom suggests that commodities originating predomi- 
nantly in the sterling area have dropped more than commodities pre- 
dominantly from the dollar area. Certainly cotton and wheat have been 
fairly steady in recent weeks and tobacco, the third of the major dollar 
commodities, has been rising. 

The strains that falling commodity earnings impose upon the sterling 
area are familiar enough. ‘They reduce the flow of dollars to the central 
reserves; and they increase the demands of the developing countries for 
outside capital, which may involve drawings on, or smaller additions to, 
their sterling balances. The fall in commodity prices is undoubtedly 
beginning to produce some of these effects—last month’s tightening of 
Ceylon’s exchange control arose partly from the fall in earnings from tea 
and rubber. For the present, it is true, the high price of wool—the 
sterling area’s second biggest dollar earning commodity in 1956—and the 
recent rises in cocoa and top quality teas are probably preventing earnings 
from sterling commodities as a whole from falling very much. But it seems 
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clear that the sterling area stands to lose heavily if the slide in commodities 
continues. 

At the moment there is no prospect of a sustained recovery—though a 
technical rally may be overdue—and the demand for commodities is likely 
to remain extremely sensitive to industrial news from America. Mlean- 
while, the crucial question is the reaction of producers and governments to 
the weakness of commodities. First reports are not reassuring. The 
American oil lobby has been successful in persuading the Government to 
curb imports; the Administration is to discontinue its stockpiling of lead 
and zinc, which acted as a support for world markets, and is instead to give 
domestic producers protection through a tariff—now also being demanded 
by copper producers. Surplus lead and zinc previously absorbed by the 
American stockpile are being thrown upon world markets. ‘These proposals 
smack disquietingly of the beggar-my-neighbour policies that afHicted pro- 
duction and trade between the wars. The American Government’s stock- 
piling, which bid up the prices of raw materials in earlier years, has tailed 
off at a time when markets have been under pressure from private offerings; 
and the British Government is selling part of its strategic stock. The 
Board of Trade’s decision last month to postpone its sale of 27,000 tons 
of copper “‘in view of the disturbed state of the market” recognized 
the danger, but the Board’s policies are a small factor in commodity markets 
compared with those of the American authorities. 

The disturbing influence of Government buying policy may revive 
interest in privately operated stabilization schemes. ‘The International Tin 
Council can claim some success in steadying prices in the face not only of 
over-production but of unforeseen Russian sales and the intimation of heavy 
releases from the British and Canadian strategic stockpiles. But the 
domination of the International Wheat Agreement by producers has rein- 
forced consumers’ traditional wariness of all stabilization schemes. Recent 
French proposals to the International Rubber Study Group have already 
been attacked by consumers. 

Alternatively, governments in the:producing countries may decide to take 
a more direct hand in supporting prices, encouraged by the recent success 
of the Bank of Brazil in raising cocoa’prices by holding back surplus supplies. 
Commodity support schemes, however, usually require very deep pockets 
of their sponsors, and it is by no means certain that the present decline in 
prices is part of a cyclical fluctuation that will shortly be reversed. 

The weakness of commodities in the past two years can be explained 
largely by the faster growth of production than demand. But under the 
pressure of increasing strains on international liquidity, of the further tighten- 
ing of credit in Britain and other countries and the danger of an American 
recession, commodities might soon face the sterner test of an actual fall in 
world demand. If their prices drop heavily—and the inelasticity of both 
supply and demand in the short-run implies that they might—-the impact on 
market psychology and on the incomes of the producing countries could 
greatly intensify the deflation. A favourable turn in Britain’s terms of trade 
would be small consolation for the new strains on overseas sterling countries. 
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The Economics of 
Algeria 


The troubles of Algeria have for some the first of two articles presenting the 
time dominated the French economic fruits of aresearch study, Mr F. W. Saxe 
scene; since France’s weakness burst into deals with the Algerian burden on France 
the open, the cloud has spread over all —on military capacity and prospects, on 
Europe, threatening the reality of the the budget (where the full cost has been 
free trade schemes. At the same time concealed from most eyes), on the over- 
the prospect of otl and other riches from strained economy and directly on the 
the Sahara has excited great enthusiasm external deficit. In his second article 
in France; and more concessions have Mr Saxe will examine, more critically 
been taken by international companies. than most observers, the economic poten- 

Is the game worth the candle? In_ tial of Algeria itself.—EDITOR. 


I—FRENCHMAN’S BURDEN 


By JO W. SAXE 


HERE are now almost as many French troops in North Africa 

as Great Britain has under arms; more than two French soldiers 

in Algeria to every adult male in the French population there. 

Algeria is not a new military problem for France. The French 
conquest in the eighteen-forties required 80,000-90,000 men. From the 
eighteen-fifties to the early nineteen-fifties France had forces of up to 
100,000 men in North Africa (except during the Second World War when 
there were, temporarily, much larger forces). By 1954 their number had 
increased to about 170,000. 

No doubt a part of the increase consisted of naval and air forces within 
the framework of NATO planning. But the political situation in Morocco 
and Tunisia was deteriorating during these years. The bulk of the 
regular forces, regardless of their budgetary status, were certainly used 
for internal security (there is some doubt about their status as far as 
NATO is concerned: Algeria is within the NATO area, Morocco and 
Tunisia, even under French rule, were outside it). Since the Algerian 
rebellion broke out at the end of 1954, there has been a spectacular further 
build-up; and the troops have progressively been moved out of the newly 
independent states of Tunisia and Morocco, whose governments protest 
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against their presence and impose limitations on their movements. Now 
there are at least 550,000 troops in North Africa, of which 450,000 are in 
Algeria; in addition there are large numbers of police and militiamen. 

The situation in Algeria is a central problem for France, its dimensions 
are larger than of any of the critical problems of the past decade, and its 
ramifications reach into every corner of French affairs. ‘The dimensions 
can be measured in military, financial and economic terms. 

The immediate burden of the French policy of pacification is military, 
and can be counted in men. A large part of the French troops now in 
Algeria has been withdrawn from Germany or shifted from metropolitan 
France or Indo-China. French NATO forces are a hollow shell and at 
least one-half of all French troops is serving in North Africa. Meanwhile 
the total number of Frenchmen under arms has been increased by about 
200,000 in the last three years. 

This means that something like 2 per cent of the total male labour force 
has been withdrawn from civilian employment since 1954. The loss has 
borne especially hard in this phase. Since 1955 there has been overfull 
employment in France. Labour has been a serious bottleneck in the coal 
mines, the metal-working industries and the building trades. During this 
time, many of France’s neighbours and competitors have been progressively 
reducing the strength of their armed forces. In terms of what-might-have- 
been, the total loss of manpower to the French civilian economy is closer 
to 5 per cent. And the loss has a qualitative aspect. ‘The men who have 
been withdrawn from the labour force are young men, the most productive 
and the most mobile in an economy that is more than ever in need of 
mobility. 


Military Cost—Present and Future 


The mission, organization and equipment of the forces in Algeria are 
unlike anything within the ken of NATO. Ground forces are 85 per cent 
of the total, whereas in France, ground forces are normally only a little 
more than 50 per cent of the strength of the armed forces. ‘They are 
scattered in small units, protecting roads, bridges, railways, farms and 
power plants. ‘They have been deployed along hundreds of kilometres of 
frontier between Algeria, ‘Tunisia ahd Morocco in order to prevent arms 
from being moved into Algeria, and rebel units from moving out to rest 
and refit. ‘These are missions that would be more familiar to the soldiers 
of Marshal Bugeaud’s Armée d’ Afrique than to General Norstad’s forces. 

The mission of the contemporary Armée d’ Afrique gives rise to some new 
problems of equipment and supply. A great deal of motor transport 1s 
required because the units are so scattered and the rail net is so thin. ‘This 
uses up large quantities of petrol, lubricants and tyres. Vehicles in constant 
service must be repaired and renewed frequently. ‘The life of a military 
vehicle is measured in hours of operation, not by its age. ‘The forces in 
Algeria are thus more costly than NATO forces in these terms. 

There are also air forces in service. ‘They are equipped for the most 
part with propeller-driven transport, reconnaissance and fighter aircraft. 
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The mission of the air force is to supply and support ground forces, to 
reconnoitre the difficult terrain in which they are stationed and to intervene 
against rebel units with light bombs or machine-gun fire. These are neither 
the missions nor the aircraft of NATO’s fighter, bomber and interceptor 
squadrons. ‘The armoured vehicles, artillery and jet aircraft with which 
the French NATO forces were equipped have been laid aside in favour of 
lorries, B-26s and C4s more reminiscent of World War II. This has 
involved large investment in “ new ”’ equipment, in maintenance and repair 
shops, in inventories of spare parts and in retraining of personnel. 

Some of the equipment in use in Algeria is both new and up to date. 
The helicopter has proved invaluable for reconnaissance, for transporting 
small units and for the evacuations of wounded. One of the few military 
advantages gained by France has been the acquisition of a helicopter fleet. 
But this also has involved heavy expenditures not only for aircraft but for 
repair shops and spare parts; and the life of helicopters, too, is counted in 
hours of use. 

Setting aside questions of cost for the moment, a word should be said 
on the military consequences of re-creating a modern Armée d’ Afrique on 
this scale. ‘The state of the French NATO forces has been described above 
as a hollow shell. Worse yet, the three year programme for the moderniza- 
tion of the French armed forces which was to have been undertaken in 1955 
has been postponed indefinitely. With the bulk of manpower and almost 
one-half of the military budget allocated to Algeria, it is impossible to 
prepare the French army for modern warfare. For example, in 1954 the 
French undertook to have 2,000 jet aircraft in service by 1961. ‘The target 
has been steadily reduced, as military appropriations for purposes other 
than Algeria have been cut back in order to keep the military budget within 
manageable limits. As matters now stand, only 700-odd of the 2,000 in 
the programme will be ready to fly in 1961. 

The French forces in North Africa are a long military step backward 
toward the nineteenth century and away from the highly mobile, heavily 
armoured forces with enormous firepower which NATO believes to be 
required for the defence of Western Europe. 


Financial Cost—Apparent and Real 


What does all this cost? No one knows exactly. Since 1955, extra- 
ordinary expenditures for the maintenance of order in North Africa have 
been voted in a series of special budgets. ‘The definition of extraordinary 
has never been made completely clear. These special budgets have been 
submitted to the National Assembly at intervals of four to six months. 
Presumably only the additional expenditures on account of the trouble 
which began in 1954 in Algeria are included. As indicated above, no clear- 
cut definition of this kind can be made. Moreover, military expenditures 
under operational conditions are notoriously difficult to forecast or control. 
A review of the information available (budgetary documents, Parliamentary 
reports, ‘'reasury statements, and the like) indicates that the appropriations 
in the special budgets do exclude some important costs of operations in 
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North Africa and that spending is running ahead of appropriations. 

In 1954, before the rebellion in Algeria broke out and before the system 
of “‘ extraordinary expenditures ’’ was adopted, expenditures on account of 
the regular forces (which even then were concerned largely with internal 
security) were of the order of Frs 200 billions.* Total military expenditures 
in that year were about Frs 1,200 billions. In 1955 military expenditures 
declined. The war in Indo-China was over. ‘There was a slight reduction 
in other military expenditures, only partly offset by a small appropriation 
for extraordinary expenditures in North Africa. But in 1956 the balance 
was reversed. The extraordinary expenditures in North Africa wiped out 
the savings from Indo-China. The appropriations for these purposes are 
given below. They show total expenditures on account of North Africa 
(regular and extraordinary) at Frs 262 billions in 1955, Frs 519 billions in 
1956 and Frs 578 billions in 1957. Judging by the appropriations, internal 


ALGERIA IN THE FRENCH DEFENCE BUDGET 
French Military Appropriations* 
(billions of francs) 


1954 1955 1956 1957 





Total appropriation... .. 1,234 1,033 1,250 1,335 
Indo-China . i ae 242 101 23 —- 
Regular forces... - - 992 870 808 957 





(Regular forces in North Africa) (200) (200) (200) (200) 
North Africa, special budgett .. ~- 62 319 378 
Additional spending on account of 

North Africat .. o4 a ~- 10 100 100 
Estimated total for Algeria .. 200 272 619 678 


* At end of year, or latest data available. ¢ Estimate. { Rough estimate. 


security in North Africa involved over 40 per cent of the French military 
establishment in 1956 and 1957. But the appropriations do not tell the 
whole story. 

There is a good deal of evidence that the official definition of “ extra- 
ordinary” was unduly restrictive. For example, the Defence Committee 
of the National Assembly stated latte in 1956 that stocks of military equip- 
ment and supplies were being drawn down for use in Algeria and that 
appropriations for renewal were inadequate. A semi-official review of 
French air force activities states that in the first three months of 1957 the 
air force flew almost 30,000 missions in Algeria, in comparison with less 
than 6,000 in the same period of the previous year. Yet the special air 
force budget for 1957 shows no provision for an increase in operating 
expenses of this magnitude. It is also fairly clear that depots, arsenals, 
repair shops and other installations in France have been working for the 
forces in North Africa. ‘The expenditures involved do not seem to have 
been charged to North African account. 

This seems to be borne out by the records of cash expenditures on 
account of the military budget. No distinction is made in the cash figures 








* At the official parity of 980, a billion francs is equivalent to just over £1 million; at 
the new market parity of 1,176, it is equivalent to £850,000. 
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between the regular forces and North Africa. In 1955 expenditures on 
account of the military budget were Frs 52 billions in excess of appro- 
priations. In 1956 the amount had increased to nearly Frs 150 billions, 
and there was every indication in the cash accounts for the first months of 
1957 that there would be a similar amount over-spent this year. Under 
ordinary circumstances, over-spending is checked by a tight system of 
control or, if unavoidable, is covered by supplementary appropriations. 
This was done in 1955, and suggested that expenditure in North Africa was 
probably only a small part of the Frs 52 billions in question. It has not 
yet been done for the financial year 1956. ‘There is every reason to believe 
that a large part of the excess of expenditure over appropriations in 1956 
and 1957 was on North African account. 

A rough estimate of the true cost of the French military effort may now 
be made. It comprises the sum of (a) the cost of “ regular’’ forces in 
North Africa, (6) the extraordinary appropriations, and (c) a guess at that 
part of over-spending attributable to North African account. ‘The results 
of this calculation are shown in the last line of the table. 

This, however, was still not the total cost of Algeria to the French budget. 
In 1955 there were civil appropriations on account of Algeria amounting to 
about Frs 50 billions. In 1956 these had increased to more than Frs 70 
billions, and appropriations for 1957 were well over Frs 90 billions. ‘These 
sums included grants and loans for development in Algeria, grants-in-aid of 
the deficit of the Algerian budget and various miscellaneous items, including 
a part of the costs of prospecting for petroleum in the Sahara. In all, in 
1956, the public expenditures in furtherance of French policy in Algeria 
came to almost Frs 700 billions. The total appropriated for expenditure in 
1957 was close to Frs 800 billions. The effort in 1956 took up almost 20 
per cent of total public expenditures, and this year the percentage will be 
higher. In proportion to net national income, the cost of Algeria has risen 
from 2.8 per cent in 1955 to around 54 per cent in 1957. 


The Franc Takes the Strain 


The direct costs of Algeria to the French public finances are only a part 
of the true economic cost. ‘The total burden can be seen only in the light 
of the recent course of the French economy. 

The period between 1954 and 1957 was one of unparalleled economic 
well-being in France. ‘The domestic economy showed hardly any sign that 
it was bearing a burden of this magnitude. Production continued to 
increase, as did real wages. Prices were relatively stable. ‘There were 
only few and intermittent indications of capital flight, a well-known symptom 
of disequilibrium in the past. ‘Two questions puzzled observers during 
this time. How was the economy being kept in balance, and why, internally, 
were there none of the usual signs of trouble ? 

The first question can be readily answered. ‘The cost of stability at 
home was being paid abroad and the price was extremely high. 

In 1955 there was a surplus in the French balance of payments amounting 
to the equivalent of about $275 millions. In 1956 there was a deficit of 


657 














almost $900 millions. In the first six months of 1957 the deficit reached 
almost the figure for the whole of 1956. Without radical recovery in the 
next few months the 1957 deficit will take France through the last of its 
foreign exchange reserves, beyond any conceivable help from the European 
Payments Union or the International Monetary Fund into something like 
international bankruptcy. Even though there may be large inventories of 
raw materials on hand (and this time purchases of raw materials may have 
replaced the flight into gold and foreign currencies that took place in 1948-49 
and in 1951-52) the consequences of a drastic reduction of imports on 
production and prices would be difficult to overstate. 

In retrospect the situation is very clear. For eighteen months, thanks to 
the existence of large gold and dollar reserves, the French Government was 
able to avoid any clear statement (or perhaps any full appreciation in its 
own councils) of the magnitude of the economic problem that it faced, and 
to postpone the stringent and unpopular measures that were certain to be 
required sooner or later. 

The prospects may have been improved by the measures taken by 
M. Gaillard in August. But it was by no means clear that in devaluing 
the franc by something less than 20 per cent he had gone far enough beyond 
the previous rate (not the official rate, but the effective rate which was at 
least 10 per cent lower as a result of a system of special taxes on imports 
and subsidies for exports) to arrest or reverse the trend. ‘The devaluation 
came when France had reached the bottom of the foreign exchange barrel, 
and there was little room for manoeuvre. And when it came, manu- 
facturers and merchants were beginning to push on prices and the trade 
unions to pull on wages. ‘The excess of imports over exports during 1956 
was equivalent to over 2} per cent of the gross national preduct; during 
the first months of 1957 it was probably 4 to 5 per cent of national product. 
When this inflow of extra resources is checked, domestic consumption or 
investment will have to be reduced by an equivalent amount if a runaway 
inflation is to be avoided. 


Can Gaillard' Hold the Line ? 


M. Gaillard had earlier taken a number of other measures. His first 
move when he came to office in July was to attack the budgetary appro- 
priations for 1958. He came out of a heated battle with the rest of the 
Cabinet with a minor victory. On paper the increase in the deficit between 
1957 and 1958 had been held to a few billion francs: the projected deficit 
on current account was Frs 363 billions, and including capital outlays a 
cool Frs 825 billions. But many observers doubt whether M. Gaillard 
will in fact be able to hold the line through the budget debates. ‘Throughout, 
appropriations for Algeria were untouched and the new Government, like 
its predecessors, treated the military effort there as a fundamental task of 
the French nation. 

Average weekly earnings in industry rose by 20-30 per cent between the 
end of 1955 and the summer of 1957. Wholesale prices over the same 
period rose by only about 10 per cent; the cost-of-living index, which is 
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used as a basis for statutory minimum wages and certain prices was subject 
to administrative juggling during this period and is not a useful indicator. 
Under the pressure of buoyant demand, and with some unused capacity at 
the beginning of the boom, industry was able to achieve a remarkable increase 
in production and in productivity. Encouraging though this might be, it 
probably could not have been accomplished without the import surplus. 
On the other side of the balance, not only expenditures in Algeria but all 
public expenditures were increasing, the budget was strongly in deficit, 
consumption and investment were rising. 

The crisis came in the summer of 1957. The foreign exchange reserves 
were almost gone. Prices were beginning to rise and wage demands had 
been announced in the face of the fullest employment that France has 
known since the war. By now only price controls and exhortations to 
wage restraint are left to the Minister of Finance. If they fail, much of 
the economic progress achieved in the past three years will be forfeit. ‘The 
prospects for success are not encouraging. 


Algeria in the Exchange Crisis 


How much of the crisis can be attributed to Algeria? ‘The impact on 
public expenditure has been set forth above. It fell also on the trade 
balance, directly as well as indirectly through its contribution to the pressure 
of demand. Imported helicopters, together with some other imported 
military equipment for use in Algeria, cost the equivalent of $115 millions 
in 1955 and $245 millions in 1956. Purchases from the extraordinary 
budget on the domestic market have an appreciable import content. ‘Two 
most important items, clothing and petroleum products, which totalled the 
equivalent of over $100 millions in 1956 and in 1957, were reflected in 
additional imports of cotton, wool and crude petroleum that may have 
come to half that figure in each year. Expenditures for vehicles, com- 
munications equipment and other “ hardware’ came to the equivalent of 
about $250 millions in both years. The manufacture of these items used 
up steel, power, non-ferrous metals and other materials which might have 
been exported or had been imported. The net effect on the balance of pay- 
ments might have been as much as $100 millions in each year. Foreign 
payments on account of immigrant labour, which filled some of the gaps 
in the labour force, rose by $25 millions from 1956 to 1957. 

In addition, French military and civil expenditures in Algeria were 
reflected in increased Algerian imports supplied or financed by France. In 
1953 imports into Algeria were Frs 203 billions; in 1954 they rose to Frs 217 
billions and by 1956 reached Frs 273 billions. ‘There was every indication that 
they would be substantially higher in 1957. France supplied a large share 
of the total; the rate of French exports to Algeria increased from Frs 218 
billions in 1956 to an annual rate of Frs 324 billions in the first six months 
of 1957. ‘These included large amounts of petroleum, textiles, steel, 
vehicles and so on—apart, of course, from those bought on military account. 

But the torrent of income flowing to Algeria was only partially soaked up 
by imports. There was a steadily increasing flow of remittances (of forces’ 
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pay and other forms of current income) as well as of repatriated capital 
from Algeria to France. In 1955 the total flow of funds from Algeria to 
France was over Frs 100 billions, and from all of North Africa it was close 
to Frs 200 billions. In 1956 the flow from Algeria alone amounted to 
Frs 233 billions, and another Frs 200 billions came from Morocco and 
Tunisia. 

Until some time in 1956 a fair proportion of these funds found its way 
into the hands of the French Treasury. ‘They were a welcome means of 
financing a growing cash deficit. By the end of 1956, however, they had 
stopped accumulating there and were directly added to the streams of 
income flowing into the French economy. ‘This shift in their direction 
was one of the factors that made it necessary for the Treasury to take the 
politically and psychologically dangerous step of borrowing Frs 300 billions 
from the Bank of France and opening a temporary line of credit for another 
Frs 50 billions in June this year. 

Of course, Algeria is not the only burden under which the French economy 
is labouring. But it is by far the heaviest and the least manageable. 

The full measure of the task now before France can be appreciated only 
by recalling the extent to which the recovery of 1953-56 was aided by 
special influences which have now disappeared. ‘The foreign exchange 
reserves that were used to absorb the shocks of 1956 had been built up in 
1954 and 1955 largely from the proceeds of over a billion dollars in American 
aid; this was mainly on account of Indo-China, in reimbursement of 
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expenditures that had already been incurred. ‘This flow began to dry up 
at the beginning of 1956. It was bone dry at the end of the year. There 
is no prospect of aid on any such scale in the future. 


Why France’s Boom Burst 


Secondly, until 1956 there had been a good deal of unused capacity in 
the economy. ‘This was evident in the textiles and metal-working industries. 
There were other favourable factors as well. Military expenditures after 
the end of the Indo-Chinese war declined. The 1954 and 1955 harvests 
were bountiful. Exports were successfully stimulated by subsidies, imports 
held at a reasonable level. ‘There was promise of solid economic progress. 
Conditions in 1954 and 1955 were conducive to a higher degree of mobility 
and a greater increase in productivity than France had known for many years. 

Then, a number of new burdens were laid on the convalescing economy. 
The 1956 harvest was disastrous. M. Mollet’s Government instituted a 
special fund for assistance to old people. Paid vacations in industry were 
increased from two weeks to three. Investments in housing, agriculture, 
and energy, including atomic energy, were accelerated. The Suez burden, 
in particular the extra cost of oil, was heavy and incurred largely in foreign 
exchange. Meanwhile, the rebellion in Algeria had flared, spread and 
taken root. ‘The Government bound itself to the maintenance of Algeria 
as an integral part of France, whatever the cost. ‘The cost made Algeria 
by far the most expensive enterprise in which the French Government was 
engaged. And the cost of military operations was and is determined to a 
large extent by factors beyond the control of the Government. 

If the external and internal crises in which the French economy is em- 
broiled in the autumn of 1957 are to be resolved, heavy sacrifices will be 
required of many Frenchmen. ‘The Governments of both M. Mollet and of 
M. Bourgés-Maunoury have given Algeria top priority on French resources, 
but neither set out the full cost of French policy in Algeria, or fully explained 
the alternatives. From what they have said it is clear that if and when the 
rebellion is stamped out, France must invest in Algeria amounts of the same 
order of magnitude as the extraordinary military expenditures. Only in 
this way can some substance be given to the claim that Algeria is a part of 
France and that France can be sure of having access to the newly discovered 
resources of the Sahara. These questions will be examined in the second 
of these articles. 

But the problem for France can be clearly and cruelly defined at this 
point. In the autumn of 1957 almost all of the unused resources in the 
economy as well as vast foreign exchange reserves had been spent in a two- 
year effort to meet all of the commitments, old and new, into which the 
French Government had entered (except, perhaps, its military commit- 
ments to NATO, which had already been sacrificed under the pressure of 
military necessity). Now, or soon, the French Government will be obliged 
to choose among objectives that it cannot achieve simultaneously: housing, 
industrial and agricultural development at home, old people, a foreign 
balance compatible with entry into the common market, arms—and Algeria. 
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The ‘‘Fed”’ Rejects 


Inflation 


HE firm stand by the Federal Reserve authorities against accept- 

ance of inflation has in recent weeks caused rude shocks for 

American investors—shocks that were quickly imparted to London, 

before Britain’s drastic move against inflation. The Fed has been 
eloquent in explaining its reasoning and its policy to the general public— 
as it always is. But a statement by the chairman of the board, Mr William 
McChesney Martin, before the Senate committee on finance on August 13 
deserves quite special attention. ‘The reasoning behind the Fed’s policy 
there spelled out applies with still greater force to Britain: the preoccu- 
pation with the external danger must not be allowed to overshadow the 
fundamental objections to inflation as such, and the need for firm policies 
to fight it. 

Mr Martin, in the course of a compelling re-statement of the nature and 
effects of inflation, makes short shrift of the fashionable arguments for a 
relaxation of monetary restraint on the grounds of the “ new’”’ elements 
of a wages-push and of rising prices at under-capacity. The Fed, it is 
made clear, is guided by that old-fashioned symptom and facet of inflation, 
a rising cost of living; and Mr Martin urges the Administration itself to 
adjust its policies promptly by this ,criterion. Nor has Mr Martin any 
time for a slow and steady inflation creep. His testimony is refreshing, as 
well as highly significant, at this time; we publish it here almost in full. 


Mr Martin’s Statement 


E are not facing a new, or _ tutions. Solve it we can—and must.... 
insoluble problem—it is as [Inflation] is the overriding problem 
old as the invention of money that faces the Federal Reserve System 





—and history is marked with both 
defeats and triumphs in dealing with 
this invisible but deadly enemy of in- 
flation. ‘The question is not whether 
we can solve the problem, but how 
best to deal with it under our form of 
government and free enterprise insti- 


today, for a spiral of mounting prices 
and wages seeks more and more 
financing. It creates demands for funds 
in excess of savings, and since these 
demands cannot be satisfied in full, the 
result is mounting interest rates and a 
condition of so-called tight money. If 
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the gap between investment demands 
and available savings should be filled 
by creating additional bank money, the 
spiral of inflation which tends to be- 
come cumulative and self-perpetuating 
would be given further impetus. If 
the Federal Reserve were a party to 
that process, it would betray its trust. 

There is much current discussion of 
the origin of inflationary pressures. 
Some believe they reflect a recurrence 
of demand-pulls, similar to those 
present in the earlier post-war period. 
Others believe they originate in a cost- 
push engendered by administered pric- 
ing policies and wage agreements that 
violate the limits of tolerance set by 
advances in productivity. 


Conflict on Causes 

These distinctions present an over- 
simplification of the problem. Inflation 
is a process in which rising costs and 
prices mutually interact upon each other 
over time With a spiral effect. Inflation 
always has the attributes, therefore, of 
acost-push. At the same time, demand 
must always be sufficient to keep the 
spiral moving. Otherwise the marking 
up of prices in one sector of the economy 
would be offset by a reduction of prices 
in other sectors. 

There is much to be said for the 
view that contractual or other arrange- 
ments designed as shelters or hedges 
from inflation have the effect of quicken- 
ing its tempo. The 5 per cent rise in 
the cost of living which we have ex- 
perienced over the last two years has 
probably reflected and been reflected 
in more rapidly rising wage costs 
because of the prevalence of cost-of- 
living clauses in many modern wage 
contracts. Cost-plus contracts tend to 
have the same quickening effect on the 
inflationary spiral. 

The spiral is also, however, a demand 
spiral. At each point of time in the 
development of the inflationary spiral, 
there must be sufficient demand to take 
the higher priced goods off the market 
and thus keep the process moving. 

The workings of the spiral of infla- 
tion are illustrated by the economy of 
the moment. As has been brought out 
at some of the earlier hearings of this 


Committee, we are now faced with the 
seeming paradox that prices are ex- 
pected to continue to rise, even though 
the specific bottlenecks in capacity that 
impeded the growth of production in 
1956 have now been largely relieved, 
and investment in productive facilities 
continues at very high levels. Houses, 
automobiles, household appliances, and 
other consumer goods, as well as most 
basic materials, are all readily available 
—at a price. The problem is no longer 
one of specific shortages or bottlenecks 
causing prices of individual commo- 
dities to be bid up because of limited 
availability but rather it is one of broad 
general pressure on all of our resources. 
In other words, aggregate demand is in 
excess of aggregate availabilities of these 
resources at existing prices. 

Taking the situation as a whole, as 
individuals, corporations, and govern- 
ments proceed with their expenditure 
plans, buttressed by borrowed funds, 
they are in the position of attempting to 
bid the basic factors of production— 
land, labour, and capital—away from 
each other and in the process the 
general level of costs and prices is in- 
evitably pushed upward. Recently, 
this general pressure has been express- 
ing itself particularly in rising prices for 
services aS compared with goods. 
Despite the existence in some lines of 
reduced employment and slack demand, 
many employers now face rising costs 
when they seek to expand activity by 
adding appreciably to the number em- 
ployed. Often, the additional man- 
power required has to be bid away 
from other employers. As a result, 
many current plans for further expan- 
sion of capacity place great emphasis 
on more efficient, more productive 
equipment rather than on more man- 
power. 


Why Interest Rates Rise 


This generalized pressure on re- 
sources comes to a head in financial 
markets in the form of a shortage of 
saving in relation to the demand for 
funds. A considerable volume of ex- 
penditure is financed at all times out of 
borrowed funds. When these funds are 
borrowed from others who have cur- 
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tailed their own expenditures, no addi- 
tional demand for resources is generated. 
On balance, however, demands for 
funds by those who have wanted to 
borrow money to spend in excess of 
their current incomes have outrun 
Savings. ... 

Just as an intense general pressure 
on available resources manifests itself 
in rising wages and prices, a deficiency 
of savings relative to the demand for 
borrowed money manifests itself in an 
increase in the price of credit. In such 
circumstances, interest rates are bound 
to rise. The rise in rates might be 
temporarily held down by creating new 
bank money to meet borrowing de- 
mands, but this, as I have said, would 
add fuel to inflation and bring about 
further increases in demands. In the 
end, as prices rose ever faster, interest 
rates could not be held down. In 
summary, whatever the special features 
of the current inflation, the important 
fact is that it is here, and that it has 
created demands for borrowed funds 
in excess of financial savings, even 
though these have grown appreciably. 
Any attempt to substitute newly created 
bank money for this deficiency in 
savings can only aggravate the problem 
and make matters worse. 


Cushion of Liquidity 


The response to higher interest rates 
is complex. One result is that some 
would-be borrowers draw on _ cash 
balances to finance projected expendi-) 
tures or lenders draw on their balances 
to lend at the higher rates, thus reducing, 
their liquidity and increasing the turn- 
over of the existing money supply. In 
recent years, with the large volume of 
Federal Government securities out- 
standing, many holders of these securi- 
ties—both institutions and individuals 
—have liquidated their holdings in 
order to shift funds to other uses. This 
has been an important influence in 
bringing about the decline in bond 
prices. To the extent that accumu- 
lated cash balances or other past savings 
can be used more actively, expenditures 
remain high relative to available re- 
sources and prices tend to rise, but the 
reduced financial liquidity eventually 


exerts restraint on borrowing and 
spending. 

Another result of higher interest 
costs, together with greater difficulty in 
obtaining loans, is that many potential 
borrowers revise or postpone their bor- 
rowing plans. ‘To the extent that 
expenditures are revised or deferred, 
inflationary pressures are reduced. 

The most constructive result is the 
encouragement of a volume of savings 
and investment that permits continued 
expansion of productive facilities at a 
rate consistent with growing consump- 
tion demands. Only in this way can 
the standard of living for a growing 
population be improved and the value 
of savings be maintained. 

Such constructive adaptations, if 
made in time at the onset of inflationary 
pressures, need not be large in order to 
restore balance between prospective 
demands and the resources available to 
meet them. It is essential, however, 
that the adjustment be made. Otherwise 
prospective expenditures will continue 
to exceed the resources available and 
the pressure of excess demand will 
foster an inflationary spiral. 


Role of Expectations 


Once such a spiral is set in motion it 
has a strong tendency to feed upon 
itself. If prices generally are expected 
to rise, incentives to save and to lend 
are diminished and incentives to bor- 
row and to spend are increased. Con- 
sumers who would normally be savers 
are encouraged to postpone saving and, 
instead, purchase goods of which they 
are not in immediate need. Business- 
men, likewise, are encouraged to antici- 
pate growth requirements for new plant 
and equipment. Thus, spending is 
increased on both counts. But, because 
the economy is already operating at 
high levels, further increases in spend- 
ing are not matched by corresponding 
increases in production. Instead, the 
increased spending for goods and ser- 
vices tends to develop a spiral of 
mounting prices, wages, and costs. 

Unfortunately, during the past year, 
as price indexes gradually rose, some 
segments of the community apparently 
became reconciled to the prospects of a 
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“creeping’”’ if not a “ runaway”’ in- 
flation. One of the baneful effects of 
inflation stems from the expectation of 
inflation. While a price increase, in 
itself, may cause serious dislocations 
and inequities, other and more serious 
effects occur if the price rise brings 
with it an expectation of still other 
increases. Expectations clearly have a 
great influence on economic and finan- 
cial decisions. In fact, decisions to 
spend or to invest too much in a given 
time are a direct cause of inflation. 
Also, if further inflation is expected, 
speculative commitments are encour- 
aged and the pattern of investment and 
other spending—the decisions on what 
kinds of things to buy-—will change in 
a way that threatens balanced growth. 


Must Inflation Creep ? 


The unwarranted assumption that 
‘creeping inflation’ is inevitable de- 
serves comment. This term has been 
used by ‘various writers to mean a 
gradual rise in prices which, they sug- 
gest, could be held to a moderate rate, 
averaging perhaps 2 per cent a year. 
The idea of prices rising 2 per cent in 
a year may not seem too startling—in 
fact, during the past year, average 
prices have increased by more than 
2 per cent—but this concept of creeping 
inflation implies that a price rise of this 
kind would be expected to continue 
indefinitely. According to those who 
espouse this view, rising prices would 
then be the normal expectation and the 
Federal Reserve accordingly would no 
longer strive to keep the value of money 
stable but would simply try to temper 
the rate of depreciation. Business and 
investment decisions would be made in 
the light of this prospect. 

Such a prospect would work incal- 
culable hardship. If monetary policy 
were directed with a view to permitting 
this kind of inflation—even if it were 
possible to control it so that prices rose 
no faster than 2 per cent a year—the 
price level would double every 35 years 
and the value of the dollar would be 
cut in half each generation. Losses 
would thus be inflicted upon millions 
of people, pensioners, Government 
employees, all who have fixed incomes, 


including people who have part of their 
assets in savings accounts and long- 
term bonds, and other assets of fixed 
dollar value. ‘The heaviest losers would 
be those unable to protect themselves 
by escalator clauses or other offsets 
against prices that were steadily creep- 
ing up. 

Moreover, the expectation of inflation 
would react on the composition of 
savings. A large part of the savings of 
the country is mobilized in savings 
deposits and similar claims that call for 
some stated amount of dollars. If 
people generally come to feel that 
inflation is inevitable, they will not 
save in this form unless they are paid 
a much higher interest premium to 
compensate them for the depreciation 
of their saved dollars. It is for this 
reason that it is impossible, in a period 
of demand in excess of savings, to 
maintain lower interest rates through a 
policy of “ easy’’ credit. ‘The country 
is experiencing a period of generally 
high employment in which investment 
outlays remain high, but if fears of 
inflation cause people to spend more of 
their incomes and save less, the result 
could only be more rapid inflation and 
still less saving in relation to income. 
Such saving as remained, furthermore, 
would be less and less in the form of 
loanable funds to finance homes, high- 
ways, school construction, and other 
community needs. 


The Inflationary Psychology 

An inflationary psychology also im- 
pairs the efficiency of productive enter- 
prise—through which our standard of 
living has made unparalleled strides. 
In countries that have had rapid or 
runaway inflations, this process has 
become so painfully obvious that no 
doubt remained as to what was hap- 
pening to productivity. In the making 
of decisions on whether or not to in- 
crease inventory, or make a capital 
investment, or engage in some other 
business operation, the question of 
whether the operation would increase 
the profit from inflation became far 
more important than whether the pro- 
posed venture would enable the firm to 
sell more goods or to produce them at 
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lower cost. The incentive to strive for 
efficiency no longer governed business 
decisions. .. . 

There is no validity whatever in the 
idea that any inflation, once accepted, 
can be confined to moderate propor- 
tions. Once the assumption is made 
that a gradual increase in prices is to 
be expected, and this assumption be- 
comes a part of everybody’s expecta- 
tions, keeping a rising price level under 
control becomes incomparably more 
difficult than the problem of maintaining 
stability when that is the clearly ex- 
pressed goal of public policy. Creeping 
inflation is neither a rational nor a 
realistic alternative to stability of the 
general price level. 

It has been suggested, from time to 
time, that the Federal Reserve System 
could relieve current pressures in 
money and capital markets without, at 
the same time, contributing to infla- 
tionary pressures. ‘These suggestions 
usually involve Federal Reserve support 
of the United States Government 
securities market through one form or 
another of pegging operations. ‘There 
is no way for the Federal Reserve 
System to peg the price of Government 
bonds at any given level unless it stands 
ready to buy all of the bonds offered 
to it at that price. This process in- 
evitably provides additional funds for 
the banking system, permits the expan- 
sion of loans and investments and a 
comparable increase in the money 
supply—a process sometimes referred 
to as monetization of the public debt. 
The amount of the inflationary force 
generated by such a policy depends to 
some extent upon the demand pressures 
in the market at the time. It would be 
dangerously inflationary under condi- 
tions that prevail to-day. In the present 
circumstances the Reserve System could 
not peg the Government securities 
market without, at the same time, ignit- 
ing explosive inflationary fuel... . 


In a Nutshell 
(1) An inflationary spiral is always 
characterized by: 


(a) An interaction between 
costs and rising prices; and 


rising 


(6) An increase in over-all effective 
demand sufficient to keep the 
spiral going. As prices generally 
keep rising, a larger and larger 
volume of demand (in dollar 
terms) is needed to sustain the 
same volume of transactions (in 
physical terms). 


As long as it persists, therefore, an 
inflation will always show evidence of 
both demand-pulls and _ cost-pushes 
with their relative manifestations shift- 
ing as the inflation runs its course. 


(2) The tempo of interaction between 
rising costs and rising prices will be 
speeded up if the situation is charac- 
terized by: 

(a) The release of a previously created 
overhang of pent-up money de- 
mand (such as existed when direct 
controls broke down or were re- 
laxed at the end of the war). 


(6) The creation in volume of new 
money demand through excessive 
credit expansion and/or activation 
of existing cash balances (such as 
happened when war broke out in 
Korea). 

(c) The widespread existence in the 
economy of escalators which act 
automatically to transfer rising 
costs or prices into rising prices 
and costs (cost-of-living clauses in 
collective bargaining agreements, 
cost-plus contracts, etc.). 

(d) The degree to which a speculative 
psychology backed by effective 
demand pervades business de- 
cisions. 

(3) The tempo of interaction between 
costs and prices will also be affected by 
the degree to which administered prices 
and wage rates are prevalent in the 
economy. These effects are not always 
in the same direction. The net effect 
of the many and various factors in- 
fuencing administered prices and wages 
sometimes tends to slow up and some- 
times to accelerate price movements, 
depending upon the particular circum- 
stances. 

(4) Whatever the mix of the above 
ingredients, an inflation once under 
way will tend to persist as long as the 
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credit necessary to finance the rising 
level of costs and prices is forthcoming. 
Credit may be supplied through new 
bank credit expansion or by activation 
of already existing money. 

(5) Whatever its antecedent charac- 
teristics, an inflation will tend to feed 
upon itself and be accentuated once 
the investing and saving public come 
to think of further inflation as the 
prospect. 

(6) It is the nature of inflation hedges 
to act as aggravating rather than equi- 
librating factors. 

(7) No one suffers more than the 
little man from the ravages of inflation. 

(8) A monetary authority dedicated 
to promoting the public welfare must 
not relax restraints in the face of con- 
tinuing inflationary pressures, since any 
efforts to relax merely add to the forces 
tending to keep the inflation in motion. 


Action Required 


How, then, may further inflation be 
restrained ? Bluntly, the answer is to 
be found in a moderation of spending, 
both governmental and private, until 
the demands for funds are balanced by 
savings. ‘This prudence must be 
coupled with sound fiscal policy, which 
means a larger budget surplus as well 
as effective monetary policy to restrain 
the growth of bank credit. 

Among the factors influencing saving 
and consumption are those fiscal policies 
relating to taxes and governmental 
budgets. ‘These require special atten- 
tion because they are not as responsive 
to changes in the availability of credit 
and interest rates as are private acti- 
vities. Untimely fiscal policies can 
create or aggravate imbalance in the 
economy and thus dilute the effective- 
ness of monetary policies. On the 
other hand, fiscal measures that help to 
maintain balance can reduce the degree 
of restraint that monetary policies 


might otherwise have to exert... . 

There is no panacea, no magical 
means of assuring orderly economic 
growth, nor are we much more likely 
in the future than in the past to achieve 
perfect performance in the timing and 
execution of policy and action. 


We 
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have every reason to believe, never- 
theless, that we can discern and follow 
the right path. Thus, it is clear that 
the present situation calls both for a 
larger budgetary surplus than we have 
had or have in prospect, and a con- 
tinuance of restraint upon creation of 
new supplies of money. 

Let us not follow the defeatist path 
of believing that widespread unemploy- 
ment is the alternative to inflation. 

There is no question that the Federal 
Government and the American people, 
pulling together, have the power to 
stabilize the cost of living. ‘The only 
question is whether there is the will to 
do so. 

If the will is there, and it is demon- 
strated convincingly to the American 
people, the cost of living can be stabi- 
lized, interest rates will relax, and a 
sufficient volume of savings will be 
encouraged to provide for the economic 
growth needed in this generation and 
the next. 


Criterion—Cost of Living 


This Committee and the Congress 
can contribute greatly to that end by 
declaring resolutely—so that all the 
world will know—that stabilization of 
the cost of living is a primary aim of 
Federal economic policy. 

The goal of price stability, now im- 
plicit in the Employment Act, can be 
made explicit by a straightforward 
declaration and directive to all agencies 
of the Government that anti-inflationary 
actions are to be taken promptly when- 
ever the cost of living begins to rise. . . . 

The Federal Reserve System, itself a 
creation of the Congress, can—and I 


assure you that it will—make every 
effort to check excesses in the field of 
money and credit that threaten the cost 
of living and thus undermine sustained 
prosperity and growth of our economy. 


No greater tragedy, short of war, 


could befall the free world than to have 
our country surrender to the easy delu- 
sion that a little inflation, year after 
year, is either inevitable or tolerable. 
For that way lies ultimate economic 
chaos and incalculable human suffering 
that would undermine faith in the insti- 
tutions of free men. 








Australia’s Second 


Banking Reform 


By J. O. N. PERKINS 


MELBOURNE, mid-September 


‘HE Commonwealth Government is to introduce in the current 

Parliamentary session legislation amending the structure and 

powers of the Commonwealth Bank and its affiliates. "Two main 

changes are proposed. ‘The first is to complete the separation of 
the central bank from the Commonwealth Trading Bank. ‘The second is 
to replace Australia’s peculiar weapon of central banking control—the 
Special Accounts system—with a system of statutory minimum reserve 
ratios such as exists in many other countries. Both changes, but especially 
the first, have been urged on the authorities for a long time by the private 
trading banks. By broadly—but by no means wholly—giving effect to 
the banks’ wishes, without weakening the effective central banking powers, 
the reform promises to improve the atmosphere of co-operation, which at 
times in the past has been an unfortunate obstacle to the exercise of 
central control. 

The legislation, and again in particular the separation of central bank 
from government trading bank, will be opposed by the Labour Opposition, 
and also by the two small splinter Labour parties. As the coalition Govern- 
ment of the Liberal and Country parties controls only half of the votes in 
the Senate, its ability to carry through the legislation in that chamber may 
be decided by the accidents of absence of one or two members on either 
side—though it is not certain that the Labour groups would vote solidly 
together. If a deadlock between the Houses did occur, the Government 
might go to the country on the issue, depending on political prospects. 
But it seems unlikely that the legislation will suffer anything worse than delay. 

The proposed separation of the central and commercial banking busi- 
nesses of the Commonwealth Bank follows the first steps in this direction 
effected by the legislation of 1953.* Although this made the Common- 
wealth Trading Bank in most respects a separate institution, it left it 
directed by the same board as the central bank, though the day-to-day 

* Described in detail in ‘‘ Australia’s New Banking Legislation”? in The Banker for 
July, 1953. 
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administration of the Trading Bank has been under its own general manager. 
The other link that has hitherto been retained is interchange of staff. ‘The 
specialist departments—Industrial Finance, Mortgage, Rural Credits—have 
hitherto been part of the Commonwealth Bank; the Commonwealth Savings 
Bank has been separate from the Commonwealth Trading Bank, but both 
have been directed by the Bank board of the central bank. 

The central bank would be known henceforth as the Reserve Bank of 
Australia. Entirely separate from it in staff and premises would be a 
Commonwealth Banking Corporation. This would have under its control 
the Commonwealth Trading Bank, the Commonwealth Savings Bank and 
a new institution, the Commonwealth Development Corporation. This 
corporation would take over the capital and functions of the present Indus- 
trial Finance Department (which provides advances and _hire-purchase 
facilities for manufacturers) and the Mortgage Bank Department (providing 
long-term mortgages for primary producers); it would also receive addi- 
tional capital and powers to enable it to invest in promising undertakings 
for longer periods and on less security than the existing institutions have 
been able to offer. The Rural Credits Department of the Commonwealth 
Bank is to remain under central bank control: the department deals with 
statutory marketing authorities, co-operative associations and the like. 

The development bank is designed to fill a gap in the capital facilities 
available to small-sized but promising firms somewhat on the lines of the 
Industrial and Commercial Finance Corporation in Britain, but extending 
to primary as well as to secondary industry. Its capital resources are to 
comprise just under {A11 millions plus a reserve fund of £A34 millions 
taken over from the existing departments of the Commonwealth Bank, and 
a further £{A5 millions of new capital. ‘The Development Corporation’s 
borrowing powers would be fairly wide, though the consent of the Federal 
Treasurer would have to be obtained for any borrowing overseas or for 
borrowings of more than {A2 millions from the central bank. The cor- 
poration would be permitted to accept deposits from the public, but it 1s 
not expected to do so on a substantial scale. It is presumed that its 
depositors would be principally or soiely financial institutions. 

The Development Corporation is not to be subject to income tax and would 
retain all its profits. For the Commonwealth Savings Bank there is to be 
no change in the present arrangements whereby half the profits are put to 
reserve and half paid to the Commonwealth Government. ‘This arrange- 
ment is not, however, being retained for the Commonwealth Trading Bank: 
the private trading banks have felt that it gives it an unfair advantage. 
Instead, the Trading Bank is to be fully subject to income tax—and as 
from July 1, 1957. 

The Development Corporation, the Commonwealth Trading Bank and 
the Commonwealth Savings Bank are to be subject to the over-riding control 
of the Board of the Commonwealth Banking Corporation, but each insti- 
tution would have separate legal identity, assets and liabilities, and its own 
general manager. ‘The members of the Board would consist of three 
ex officio members (a managing director and his deputy and the Secretary 
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of the Commonwealth Treasury) and eight others not in the public service 
or in the central bank, nor directors or employees of any other bank. Com- 
mittees of the Board would be responsible for each of the three subsidiaries 
of the Commonwealth Banking Corporation. The Treasury official would 
not be permitted to sit on the committee for the ‘Trading Bank—whereas 
he is on the present board. 

These provisions seem to meet fully the private trading banks’ criticisms 
of the present continued link of the official central and trading banks. But 
the ‘Trading Bank has now for several years been subject to the same controls 
as the private banks; and many observers believe that with the restraining 
hand of the central bank removed, it may improve still further its com- 
petitive position against the private banks. Recent gains of business have 
been due partly to the favourable liquidity ratio with which the bank began 
its separate existence. 

The other special competitive advantage possessed by the Common- 
wealth Trading Bank in the past has arisen from its sharing of premises 
throughout the country with what was until recently the only nation-wide 
savings bank. It has not been found possible to separate physically the 
premises of the Commonwealth Savings Bank from those of the Common- 
wealth Trading Bank. But the private banks have no longer any strong 
grievance on this score, since three of them (the Bank of New South Wales, 
the Australia and New Zealand Bank and the Commercial Banking Company 
of Sydney) now have their own savings bank subsidiaries, sharing their 
premises; and there is nothing to prevent other trading banks from following 
suit. ‘There have also, however, been some fears that the large resources 
of the Commonwealth Savings Bank might be used to strengthen the 
Commonwealth ‘Trading Bank (with which the Savings Bank deposits 
some of its idle cash) in competition with the private banks. It is now to 
be provided that no savings bank (Commonwealth or private) may deposit 
with a trading bank more than {A2 millions plus 25 per cent of its depositors’ 
balances. ‘The private trading banks at present hold considerable deposits 
from their savings subsidiaries, and this provision may affect their own 


future policy in this matter. 
The Commonwealth Savings Bank is now also to be subject to the same 
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liquidity provisions as the private savings banks; namely, that holdings of 
cash, Treasury biils, government and semi-government securities must be 
equivalent to not less than 70 per cent of depositors’ funds, and that not 
less than 10 per cent of funds must be in the form of deposits with the 
central bank plus Treasury bills. In addition, it is to be provided that all 
savings banks are to keep the central bank informed of their investment 
policy, especially about their loans for housing. 

Perhaps the most serious misgiving of the private commercial banks 
about the Commonwealth banking organization has been that, through the 
link in personnel, information provided by them to the centrai bank might 
find its way to the Commonwealth Trading Bank. Whether or not this 
has actually happened, the removal of the possibility should do much to 
improve relations between the central bank and the trading banks—though 
in fact these have appeared to be extremely good in the recent past, in 
contrast with various periods of tension in former years. ‘The new legis- 
lation should smooth the way for the operation of the more informal channels 
of central bank control, and that is the greatest justification for it: indeed, 
its most important effect is likely to be this psychological one. 


From Special Accounts to Reserve Ratios 


The other leg of the proposed reform appears at first sight, by contrast, 
to represent a radical change in Australia’s apparatus of central banking 
control. ‘The apparatus of Special Accounts was developed during the war 
as part of a very detailed means of the control of the banking system; since 
then it has been modified and adapted for use in a period of severe 
fluctuations in external payments. Under this system the central bank can 
call to a frozen special account with it a part of a bank’s assets and can 
impose variable requirements on individual banks. ‘This has proved a 
valuable weapon in a country where the narrowness of the bond market 
(and the absence of a ‘Treasury bill market) has made open market operations 
—especially in a restrictive direction—impracticable on a scale sufficient to 
provide adequate control over the banks’ liquidity. 

This control is now to be replaced by statutory minimum reserve ratios, 
similar to those in operation in various other countries (but without the 
provision for differential ratios against current deposits and time deposits). 
The central bank will be permitted to direct each trading bank to hold on 
deposit with it a minimum reserve up to a stated proportion of its deposit 
liabilities within Australia. If the central bank wishes to raise this ratio 
above 25 per cent, it will have to give 45 days’ notice of its intention. ‘The 
commercial banks had asked that 90 days’ notice be given before the ratio 
could be raised above a certain level, which they proposed first at 15 and 
then 20 per cent; and that such an “emergency” level should have to be 
explicitly renewed every six months. As it is, something has been con- 
ceded to allay the banks’ fears that the existing legislation would enable 
calls to special accounts to be raised suddenly to a crippling level, under 
the influence of an unfriendly government. 

In earlier years the banks feared that such calling might be used to 
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“nationalize by stealth’. This danger was partially removed by the 
legislation of 1953, which limited the liability to additional calls. The 
present liability would certainly enable the central bank to raise the per- 
centage of special accounts plus ordinary deposits with the central bank 
(the equivalent of the statutory reserve under the impending legislation) to 
well above 25 per cent if it chose. But in practice its powers will not be 
greatly weakened by the obligation now to be imposed upon it to give notice 
of any intention to raise the statutory minimum to a higher level; the central 
bank would normally be able to judge well in advance whether inflationary 
forces were likely to make this necessary. 

In view of the way in which special accounts have been operated in the 
most recent period, indeed, the change from special accounts to control 
by statutory minimum reserve ratios is more one of form than of substance. 
It is true that between 1953 and 1955 the intention was to manage calls to 
special account so as to leave each bank with a ratio of liquid assets plus 
government securities to deposits of about 25 per cent; but the attempt to 
secure the implementation of this ratio failed. Over the last two years, the 
special accounts have in fact been managed almost exactly like a system of 
statutory reserve ratios. Calls to special accounts have been made on the 
scale that would bring the ratio of all banks’ special accounts to their total 
deposits to about the same figure: allowing for the varying percentages of 
different banks’ cash in ordinary deposits with the central bank, the ratio 
of their total deposits with the central bank has been even more uniform. 
Last year this total was kept at about 18-20 per cent. Since the very 
extensive Calls to special accounts late in 1956 and early in 1957—made to 
offset the domestic influence of the large surplus in external payments— 
the ratio has been about 20-22 per cent. The introduction of a minimum 
reserve system need involve little or no change in the trading banks’ practice: 
it means merely that the existing system as recently applied is to be made 
more or less permanent, and that the former experiments with controls 
discriminating among individual banks will definitely not be revived. 

But it may be presumed that the use of the liquidity ratio in the very 
limited sense and to the very limited extent in which it has survived will 
be continued. In 1956 the central bank secured the trading banks’ agree- 
ment not to let this ratio fall below a comfortable minimum—believed to 
be 14 or 15 per cent of their deposits. This is well below what most banks 
would normally choose to keep in any event, and its force is therefore very 
limited. But a few years back several banks did allow this ratio to fall well 
below this level; the agreed minimum could thus be a useful reserve control. 

It should be added that the application of control by special accounts has 
recently been supported by allowing those banks most adversely affected by 
the calls to borrow from the central bank. The principle of borrowing 
from the central bank in case of need seems now to have been much more 
generally accepted by the trading banks. ‘This means that they are less 
likely to keep an extra, and varying, cushion of liquidity—which was one 
of the influences that made control by any form of liquidity ratio difficult 
in Australia in the past. The Commonwealth Bank still does not publish 
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a Bank rate for short-term loans; and this may make it easier for it to vary 
the rate if it wishes to cushion or reinforce the blow to particular banks 
of a rise in special accounts (or in time of the statutory reserve minimum). 
The new arrangements, it will be seen, go most of the way to meet 
the strictures that the trading banks have made on the existing arrange- 
ments. Moreover, they seem to do so without any appreciable derogation 
of the powers of the central bank. It is true that the Commonwealth 
Bank’s board has hitherto been able to keep its finger on the pulse of the 
economy through the intelligence sent back from the far corners of the 
country: and this is of importance in a country the size of the United States, 
yet much more sparsely inhabited, and with several commercial centres 
including two principal financial centres, the chief of which is not the 
location of the central bank’s head office. But it may be to the good that 
the central bank will now have to build up its local representation—though 
it is inconceivable that this could be done on a scale comparable to that 
provided by the network of the Commonwealth Trading Bank. The one 
institutional innovation, the Commonwealth Development Corporation, 
should prove a worthwhile addition to the country’s specialist capital 
institutions. Finally, the conformity of the policies of both the central 
bank and of the various organs of the Commonwealth Banking Corporation 
with Government policy should be adequately secured by the presence 
on their boards of the Secretary of the Treasury, and by the right of the 
Commonwealth Government, in the last resort, to give directions. 





An Artist's Sketchbook: No. 47 


EBRITISH BANKS IN TOWN AND COUNTRY 


National Provincial Bank, Alresford 


so deftly recorded by Rowlandson and many another of the early 

nineteenth century water-colour draughtsmen. Seemingly, it has 
changed little since that time. It is full of old shops of the “ families 
waited upon daily” variety, agreeable inns, old houses and an ancient 
church not far from a pleasing little Victorian town hall. Near the centre 
of the town is the National Provincial Bank, a fine old building which has 
been scheduled as of historical and architectural interest. 

Originally the bank was in the building next door; it seems that a private 
bank occupied those premises as early as 1786 and at some time, not 
precisely ascertained, this private bank became the firm of Bulpett and 
Hall, a Winchester company of bankers. In the year 1899, the bank made 
a move into the present building, which until then had been a private 
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AY ants « Hampshire, is one of those old English country towns 
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house. A few years earlier Bulpett and Hall had been amalgamated with 
the banking firm of Prescott, Dimsdale, Cave, Tugwell and Company, 
which in 1903 was in turn absorbed by the Union of London and Smith’s 
Bank. In 1918 came the final take-over, by the National Provincial. 

This charming building is of brick with a finely designed door, and 
without doubt belongs to the last quarter of the eighteenth century. The 
building still retains its old lead spouts with rainwater heads. The brick is of 
local grey with the quoins carried out in red brick. An attractive note of 
colour is imparted to the centre of the fagade by the blue door, and by the 
white posts that rail off the bank from the narrow pavement. 
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AMERICAN REVIEW 





NOTHER burst of weakness on 
Wall Street in late September 
brought the Dow Jones indus- 
trial index close to its February, 1957, 
low point of 454—down from the July 
peak of 520. The latest fall followed 
the increase in the London Bank rate 
to 7 per cent, but it was attributed 
primarily to continuing domestic fears. 

A Treasury cash offer for $3,000 
millions last month included $500 
millions in 4 per cent twelve-year 
bonds. ‘These were heavily over- 
subscribed. Such a “ pilot’ issue, 
after a long spell of short-term re- 
financing, suggests that the Treasury 
may believe that the interest rate 
structure is now becoming more stable, 
and also that it will in future pay less 
regard to the sensitivity of the longer- 
term market. 

The mood in business and the securi- 
ties markets has become progressively 
more nervous. Earlier assumptions of 
persistent expansion and inflation have 
been confounded by the firm stand 
taken by the Federal Reserve authori- 
ties; and sentiment has been adversely 
affected also by political considerations. 
A mood of doubt and indecision pre- 
vails in Washington. The Eisenhower 
Administration has been passing through 
an unhappy phase now for some months 
and the unexpected Democratic victory 
in Wisconsin undoubtedly came as a 
marked shock. 

The main fears, however, are eco- 
nomic. ‘The unyielding stand against 
inflation taken in mid-August by the 
chairman of the Federal Reserve Board 
is reported fully on page 662. There 
have been no signs of any change in 


attitude since. The Fed maintains 
stoutly that there is no_ recession 
to worry about; that business has 
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frightened itself into moods of unjusti- 
fiable panic on several occasions in 
recent years and that the economy is 
still “‘ riding high’’. Spokesmen have 
contended that cuts in defence will be 
more than offset by a growing volume 
of retail trade. After holding to a 
plateau of around $16,000 millions for 
many months, retail sales have recently 
gone steadily ahead. It is to the con- 
sumer that the authorities look in the 
main for the next boost to the economy. 

For the moment, however, there is 
tangible evidence of a slackening in 
industrial activity. ‘The general level of 
basic commodity prices is still weak, at 
around 405 (Moody’s index based on 
1931) and the slide from the year’s 
peak of 441 has recently been acceler- 
ated, involving bouts of considerable 
weakness in base metals, especially 
copper. The greatly expanded alu- 
minium industry finds, for the first 
time in post-war years, that its product 
is in over-supply. And recent prices 
for scrap and waste metals and ma- 
terials have been much more sensitive 
than the primary markets. 


Investment Plateau 


Another important contribution to 
recession talk has come from the latest 
survey of plans for industrial expendi- 
ture on new plant and equipment. ‘The 
first assessments of expenditures in the 
June quarter showed an annual rate of 
$38,000 millions. ‘Two subsequent re- 
visions have put the rate down to 
$37,000 millions; the estimate for the 
third quarter is down from almost 
$38,000 millions to $37,000 millions; 
and forecasts of expenditures in the 
fourth quarter suggest an actual reduc- 
tion. Manufacturers’ new orders have 
come down from the $30,000 millions 
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level of December to $27,000 millions 
in June; and unfilled orders, which 
rose steadily through 1955 and 1956 
{in a recovery from the _ recession 
which brought them down by most of 
$30,000 millions from the high point 
of $78,000 millions in 1953) are now 
back to $60,600 millions and still seem 
to be falling. 

The absolute level of stocks is not 
high, but the trend has been upward. 
It has been estimated that the propor- 
tion of manufacturing capacity utilized 
in recent months has been about 85 per 
cent, and has been declining fairly 
steadily since 1952. 


All these factors have brought quite 
reasonable doubts about future sales 
and profit margins. ‘The doubts are 
reinforced by the knowledge that the 
Federal Reserve Board itself is con- 
cerned to break the steady increase in 
retail prices even though this goes 
obstinately hand in hand with industrial 
activity under capacity. On the other 
hand, it may be argued, the Fed is 
concerned first and foremost to break 
the inflationary psychology. Once 
they have succeeded in that task the 
authorities would have prepared the 
way for intervention to check any 
serious movement to recession. 


American Economic Indicators 





1957 
1954 1955 1956 
May June July Aug 
Production and Business: 
Industrial production (1947-49 = 100) i ita 143 143 144 144 144 
Gross private investment (billion $).. 48.4 60.6 65.9 65.0 — — -— 
New plant and equipment ween $) 26.8 28.7 35.1 37.0 — — 37.2 
Construction (billion $) .. 39.6 44.6 46.1 46.9 47.2 3 47.5 
Housing starts (000 units) 101.7 110.7 93.2 103.0 97.0 96.0 95.0 
Business sales (billion $) 47.4 52.3 54.8 56.8 566 57.3 — 
Business stocks (billion $) ; 75.5 81.7 89.1 90.6 90.7 91.0 — 
Merchandise exports (million $) 1,259 1,296 1,590 1,813 1,786 1,691 — 
Merchandise imports (million $) 851 949 1,051 1,104 983 1,137 — 
Employment and Wages: 
Non-farm employment (million) 48.4 50.1 51.9 52.7 52.8 52.8 52.8 
U nemployment (000s). . 3,230 2,654 2,551 2,715 3,337 3,007 2,609 
Unemployment as % labour force 5.0 4.0 3.8 40 4.8 4.3 3.8 
Hourly earnings (mfg) ($) 1.81 1.88 1.98 2.06 2.07 2.07 2.07 
Weekly earnings (mfg) ($) 71.86 76.52 79.99 81.78 82.8 82.18 82.6 
Prices: 
Moody commodity (1931=100)4 High 74 AIR AAPL 47424431418 
Farm products (1947-49 = 100) 95.6 89.6 88.4 89.5 90.9 92.8 93.0 
Industrial (1947-49 = 100) , 114.5 117.0 112.2 125.2 125.2 125.7 125.9 
Consumers’ index (1947-49 = -100) 114.8 114.5 116.2 119.6 120.2 1208 — 
Credit and Finance: 
Bank loans (billion $) . 70.6 82.6 90.3 91.2 93.3 924 — 
Bank investments (billion $) . 85.3 78.3 74.8 73.7 72.00 72.7 — 
Bank loans (partial) (billion $) 22.4 26.7 31.3 33 3s UMC 
Consumer credit (billion $) 32.3 38.7 41.9 41.7 42.22 424 — 
Treasury bill rate (%). . 0.95 1.75 2.66 3.04 3.32 3.17 3.4 
US Govt Bonds rate (°,) \ oe ae 3.11 3.42 3.55 3.58 3.64 
Money supply (billion $) ; .. 209.7 216.6 222.0 218.3 219.7 2210 — 
Federal cash budget (-!- or —) (mill $) -1,072 -740 4+-5,524+3,296 — — --= 


Notrs—Latest figures are preliminary or 
estimated. Yearly figures are given for 
private investment and equipment for 
1954-56 and then quarterly figures at annual 
rates. Construction figures show monthly 
averages 1954-56. Business sales and stocks, 
money supply, bank loans and consumer 


credit show amounts outstanding at the end 
of the period. Moody’s commodity index 
shows high and low 1954-56, and end-month 
levels. Weekly bank loans are derived from 
partial returns only. Budget figures are 
cash totals. Quarterly figures are shown in 
the middle month. 
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FROM ADEN TO TOKYO, wherever your Eastern travels take you, he will not be far away. 
He is the local manager of ‘The Chartered Bank. He is there to serve you—and no one 
is better qualified to do so. The Bank which he represents links East and West through 
a system of branches which extends to most tentres of commercial importance through- 
out Southern and South Eastern Asia and the Far East. Those branches provide 
complete and up-to-date banking services, sustained by wide knowledge and long 
experience of Eastern trade, travel and investment. In particular a highly effective 
credit information service and skilled assistance and advice are available to merchants 
and manufacturers seeking new business connexions in Asian markets. 


THE CHARTERED BANK 


(Incorporated by Royal Charter, 1853) 


HEAD OFFICE: 38 BISHOPSGATE, LONDON, E.C.2 


Branches in the United Kingdom at Manchester and Liverpool. 
Agencies at New York and Hamburg. 
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ARGENTINA 


Selling Transferable Sterling — ‘The 
Treasury Minister, Dr Vasena, has ex- 
plained how exchange derived by Argen- 
tina from the operation of the Paris 
Club, the multilateral system governing 
trade with certain Western European 
countries, is helping to ease the country’s 
dollar difficulties. —The Minister pointed 
out that in the first half of 1957 Argen- 
tina showed a surplus of US $89 millions 
in trade with the United Kingdom and 
that Argentina had achieved a certain 
measure of convertibility for this surplus, 
since exporters could use free markets 
to convert such sterling into dollars. 
He added, however, that there had been 
complaints from Europe that excessive 
use was being made of this facility. 


Motor Imports Curb—Imports of all 
motor vehicle parts are to be suspended 
for the time being. The decision is 
believed to be attributable to official 
anxiety to stem the fall in the peso in 
the free market. Partly under the pres- 
sure of the heavy demand for foreign 
currency arising from imports of motor 
vehicle items, the peso weakened to 
almost 130 to the pound early in Sep- 
tember, compared with 103 at the 
beginning of the year. 

Trade Gap Widens—The payments 
balance has again deteriorated in recent 
months, the trade gap having widened 
to the equivalent of £16 millions in July. 


AUSTRALIA 


New Banking Legislation — The 
Federal Treasurer, Sir Arthur Fadden, 
has outlined the new banking legislation 
the Government intends to place before 
Parliament during the coming months. 
The reforms are discussed in detail in 
an article on page 668. 


Governor’s Report—lIn his report for 
the year to June 30, 1957, the Governor 
of the Commonwealth Bank, Dr Coombs, 
states that the present aim of central 
banking policy is to ensure that develop- 
ment continues at the highest rate prac- 
ticdble at current rates of saving and 
overseas investment in Australia without 
allowing spending pressure to assume 
inflationary proportions. He states that 
the past year has seen a dramatic im- 
provement in the health of the economy. 


The Payments Surplus—aAn official 
survey of the country’s payments experi- 
ence in the year to mid-1957 shows that 
the deficit with the sterling area dropped 
to £A58 millions from £A202 millions 
in 1955-56. The surplus with other 
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OEEC countries increased by £A92 
millions and that with other non-sterling 
countries by £A72 millions. 


BELGIUM 


Two Dollar Loans—An offer of $30 
millions by the Belgian Government on 
the New York market in September was 
over-subscribed. The issue was a 5} per 
cent bond priced at 973, repayable in 
part through the operation of a $1.5 
millions per annum sinking fund from 
1963 onwards and in part by full re- 
demption in 1972. ‘The money has not 
been earmarked for any specific purpose. 
In addition, Belgium has been granted 
a fifteen-year loan of $10 millions by the 
International Bank in dollars and other 
currencies for financing the improvement 
scheme for the Brussels-Charleroi canal. 


BOLIVIA 
Repaying Trade Debts—It has been 


announced that the Government is 
seeking the approval of American and 
European creditors for a plan whereby 
Bolivian commercial debts amounting 
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Reacty Money 
a: —_ 


When I got married recently 
and wanted to buy a house I 
had no difficulty in providing 
the deposit. My savings were 
invested with the Westbourne 
Park Building Society and I 
had the ready money available 
immediately. I was pleased, 
too, that my savings had earned 
a good rate of interest—a 
very satisfactory investment all 
round. 





now pays 


to some $32 millions will be repaid over 
a four-year period. 


BRAZIL 


Steel Mill from Japan ?—During the 
visit to Brazil of Mr Shibusawa, the 
special Japanese envoy who has been 
entrusted with the task of strengthening 
Japanese economic relations with Latin 
America, arrangements are stated to have 
been made for a marked increase in 
Japanese investment in the country. 
One of the early products of the new 
understanding is expected to be the 
provision of Japanese finance and tech- 
nicians for building steel mills in the 
iron ore region of Minas Geraes. 


East German Deal—Under a trade 
deal concluded with the East German 
Government, Brazil will release coffee 
to the value of $7 millions from Govern- 
ment stocks in exchange for fertilizers. 


CANADA 


Canadian Dollar Turn-round — The 
steady advance in the Canadian dollar 
in terms of the American dollar that 
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had been in progress since the beginning 
of 1957 was halted, and to some extent 
reversed after the beginning of Septem- 
ber. The premium on the US dollar 
has fallen from the peak of over 6 cents 
to 4 cents. The change of trend may 
have been attributable to a slowing-down 
of the capital inflow from the United 
States. But it has been reported that it 
was at least partly due to a change of 
official policy. Hitherto, the Canadian 
authorities have allowed the dollar to 
float freely in response to the interplay 
of supply and demand, official inter- 
vention in the foreign exchange market 
being limited to ‘‘ smoothing-out opera- 
tions ”’ 

Change of Policy ?>—There have now 
been reports that Mr Diefenbaker’s 
administration has been impressed by 
arguments that the strength of the 
Canadian dollar is inflicting serious 
damage on the export trade and to have 
consequently decided to resist any further 
advance in its value, by selling Canadian 
dollars for gold or US dollars. Official 
gold and foreign exchange reserves rose 
by $30 millions in July to the record 
level of $1,973 millions. 


Highest Trade per Head—aAn official 
review of Canadian external trade shows 
that exports and imports combined 
amounted to $657 per head in 1956, the 
highest per capita figure in the world. 


CENTRAL AFRICAN 
FEDERATION 


New York Loan ?—The Minister of 
Finance in the Federation Government, 
Mr MacIntyre, has announced that he is 
exploring the prospects for raising money 
for development financing in both Lon- 
don and New York. The Federation has 
not borrowed on the United States 
market before. Mr MacIntyre admitted 
that the country’s capital programme 
for 1957-61 might have to be curtailed 
if the slump in copper prices is not 
reversed, since the plan is based on the 
assumption that the price would recover 
to {260 within the plan period (recently 
the price has dipped below £200). The 
Minister maintained that the Govern- 
ment’s tightening of hire-purchase re- 
strictions had been successful in damping 
down inflationary pressures. 


CEYLON 


Curbs on External Payments—The 
drain on external reserves—in the first 


half of 1957 official holdings of sterling, 
gold and foreign exchange dropped by 
about £15 millions, or about one-sixth— 
has persuaded the Government to take 
a number of steps to reduce outgoings 
abroad. The release of foreign exchange 
for investment in shares of Ceylon ster- 
ling companies registered in the United 
Kingdom has been suspended for one 
year. The commercial banks have been 
instructed to withhold credit facilities 
for the purchase of the Ceylon estates of 
sterling companies, and to issue letters 
of credit covering the import of luxury 
or other less essential goods much more 
sparingly. Finally, foreign travel allow- 
ances have been cut. 


Insurance Companies’ Action—Two 
foreign insurance companies have an- 
nounced their intention to accept no 
new business in Ceylon. One company 
has attributed this decision to the 
narrowness of the investment market in 
Ceylon. But it is possible that the threat 
of nationalization may be at least partly 
responsible. Both concerns are making 
arrangements to ensure that existing 
policyholders continue to receive the 
service to which they are entitled. 


CHINA 


UK Ministerial Mission—Mr F. J. 
Errol, Parliamentary Secretary to the 
UK Board of Trade, is to visit Com- 
munist China during October to explore 
the possibilities of an expansion in 
British trade with the country. This 
will be the first visit to China by a 
British Minister since the end of the 
war; it was arranged on the initiative of 
the UK Government. 

Germans and French Discuss Credit 
— Trade missions from Germany and 
France have visited Peking and are 
stated to have discussed the possibility 
of exporting their goods to China under 
medium-term credit arrangements. 


FINLAND 


40 per cent Devaluation—In mid- 
September the Government abandoned 
its long struggle to avert a new devalua- 
tion of the Finnish mark. It announced 
that the dollar parity was being altered 
from 230 to 320, bringing the sterling 
rate to 896 marks to the pound. ‘The 
concession rates previously granted for 
transactions arising from foreign tourism 
and the import of certain key products 
have been discontinued. 
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Reserves Halved—The official hope 
is that the devaluation will stimulate 
exports and discourage imports, thereby 
eliminating the wide gap in external 
payments which has resulted in the loss 
of half the country’s gold and foreign 
exchange reserves since the beginning of 
last year. 

German Loan ?—'The chairman of the 
Bank of Finland has visited Germany 
for talks with Government officials in 
that country. It has been reported that 
the talks were concerned, among other 
things, with the possibility of a German 
loan to Finland. 


UK Trade Fair—The United Kingdom 
Trade Fair held in Helsinki during 
September has been described as “‘ a big 
success ”’ 


FRANCE 


Exchange Reflux—A sharp improve- 
ment in the French exchange reserves 
followed the devaluation of the franc in 
the second week of August, owing 
mainly to the liquidation of bear posi- 
tions. It is understood that in the first 
ten days of the month a deficit of some 





$120 millions was incurred with the 
European Payments Union; by the end 
of the month the deficit had been reduced 
to $50 millions. In July, the French 
deficit amounted to $133 millions. 
Tourist Loophole Closed—To streng- 
then foreign exchange earnings from 
tourism, the Bank of France has ruled 
that ‘‘ capital francs ’’—the proceeds of 
the liquidation of blocked assets in 
France—will not in future be available 
for tourist purposes except with the 
specific permission of the French ex- 
change control authorities. It has been 
rumoured that consideration is also 
being given to the possibility of limiting 
the extent to which foreign tourists can 
use cheap franc notes acquired abroad 
for covering their expenses. This curb 
would presumably be effected by re- 
introducing restrictions on the import 
of notes. 

The Razor’s Edge—lIn the hope of 
preventing the devaluation from touch- 
ing off a new wages-prices spiral, prices 
have been frozen at mid-August levels, 
The Finance Minister, M. Gaillard, has 
stressed the importance of combating 
inflationary pressures, pointing out that 
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at present France is balanced on the 
razors edge between economic recovery 
and insolvency. Strong pressure against 
lower prices for grains and other food- 
stuffs has been put up by farmers and 
their political representatives. 


GERMANY 


$281 mns EPU Surplus—The intensi- 
fication of the movement of hot money 
to Germany that occurred in August 
raised the country’s surplus with the 
European Payments Union for the 
month to $281 millions, a jump of $100 
millions on the July figure and double 
the previous record, reached in May. 
The capital how subsided to some extent 
at the beginning of September, but it 
remained substantial. 


Three Counter Measures—A number 
of new measures have been taken by the 
German authorities to check the massive 
exchange inflow—apart from the pro- 
posal for open market purchases to re- 
deem pre-war bonded debts, which is 
reported on page 626. The central bank 
has discontinued its previous practice of 
buying bills of exchange for forward 
delivery expressed in foreign currencies 
at rates of exchange falling within the 
oficial dealing margins. It has thereby 
forced exporters to bear some of the 
burden of currency risks. In addition, 
it has been announced that after the 
expiration of an undefined “ period of 
grace ’’, export drafts will no longer be 
eligible for re-discount facilities at the 
central bank. This will mean that com- 
mercial banks will be less willing to 
accept such drafts than they have been 
in the past. Thirdly, the previous limit 
of D\I 3 millions on exports of capital 
for investment abroad has been abolished. 
Gold Loan to EPU ?—The Vice- 
Chancellor, Dr Franz Bluecher, has 
recommended a drive to switch exports 
from the OEEC countries to the dollar 
area. He has also urged that, as a short- 
term measure to relieve the pressure on 
the reserves of other Western European 
countries, Germany should advance a 
considerable medium-term gold loan to 
the European Payments Union. 


GHANA 


Trade Mission for East—The Prime 
Minister, Dr Nkrumah, has announced 
that his Government intends to do every- 
thing possible to bring the Volta River 
project to life. As a first step it had 
arranged to study the plan in collabora- 


tion with Aluminium Ltd. Dr Nkrumah 
has also stated that in an endeavour to 
expand cocoa exports, a trade mission is 
to be sent to Japan, China, the Soviet 
Union and a number of other Eastern 
countries. 


INDIA 


Exchange Need: £525 mns—'lhe 
Planning Mlinister, Mr Nanda, has 
stated that India will need to borrow 
about Rs 7,000 millions (equivalent to 
£525 millions) from the World Bank 
and friendly foreign countries to finance 
the foreign exchange cost of the Second 
Five-Year Plan. He added that sterling 
balances would have to be drawn down 
further, though it was not possible to 
say by how much. 

Drain Slackens—The drain on reserves 
slowed down to some extent during 
August. The month’s losses amounted 
to some Rs 220 millions (£164 millions), 
compared with an average of about 
Rs 350 millions in the preceding months. 


Control on Importers—It has been 
ruled that intending importers shall in 
future consult the authorities before 
opening negotiations with suppliers or 
with credit institutions abroad. ‘The 
authorities have explained that it had 
been observed that traders were in many 
cases conducting negotiations for imports 
for projects that were not likely to 
qualify for a licence. It has been re- 
ported that the intended effect of this 
measure may be to re-phase the import 
programme to mitigate the heavy pres- 
sures likely next year. 


INTERNATIONAL 
MONETARY FUND 


Gold Price Study—At the request of 
South Africa, the Fund is making a 
technical study of the factors affecting 
the present state of international liquidity, 
including the supply of gold. In a 
reference to a statement made recently 
by the Union’s Finance Minister that 
the Fund had agreed ‘to study all 
aspects of the gold price question ’’, a 
Fund spokesman has stated that the 
investigation is being made in its research 
department. ‘This was quite different 
from saying that the Fund was making 
a study centering on the price of gold 
and quite different from suggesting that 
the Fund’s executive directors proposed 
a policy consideration of the gold 
situation. 
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THIS IS MECHANIZED BOOK-KEEPING 
THAT IS NOT EXPENSIVE! 


This is the Burroughs Director 600, an extremely versatile 
accounting machine, especially designed for the small and 
medium sized business. Sales, purchase, and general ledg- 
ers, stock records, cost records, payroll—it will do them all! 

The Director automatically adds, subtracts, prints in 
red, dates, tabulates, returns and spaces correetly; 15” 
front feed carriage and adjustable form guides allow you 


to use forms of varying sizes and designs. A full keyboard 





date makes rapid date changing easy. Listing key, com- 
bined with a short-cut keyboard, enables vou to convert 
a Director to a rapid adding machine as well. Hand 


emergency operation in case of power failure. 


Burroughs he most experienced manufacturers of 
Adding, Calculating, Accounting, Typewriter- Accounting, 
Statistical and Microfilm Equipment 


BURROUGHS ADDING MACHINE LIMITED, AVON HOUSE, 356-366 OXFORD ST.. LONDON. W.1 
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IRAQ money policy now being pursued was 
, - ‘a temporary measure designed to 
f Oil Revenues—The Minister . aaa ; 
Share of Ot . ~~ Check the deterioration in the country’s 
for Economic Affairs, Dr Pachachi, has > . 
“se external accounts ’’. He announced that 
paid a visit to London to discuss with ~~ emeitied . ins 
he Iraq Petroleum Company a new ee ee re on 
me a fae om ‘taemeenind i aon austerity budget for the year com- 
y Y 2 ‘ > » . ae Se sd P . a ~ 
‘Mtns egmenee a ae - mencing in April, 1958. 
in oil output and exports from Iraqi ; 
fields. In a statement before departure, Asian Development Fund—A 
the Minister declared that, when the oi] | Government official has indicated that 
agreement with the company was con- Japan is prepared to contribute a con- 
cluded in 1952, it was agreed that Iraq siderable sum to the Asian Development 
should receive an automatic increase 1n Fund. he Fund, which Japan herself 
is sponsoring, would offer long-term 


the percentage of oil revenue should any ; 
other Middle East country conclude an _ leans at low rates of interest to countries 
in the region. 


agreement under which it was to receive 
a higher percentage than Iraq. ‘This 
statement, bearing in mind that under LATIN AMERICA 

the oil exploration agreement recently 

concluded between Iran and Italy Iran A Common Market ?—The Inter- 
will receive total payments of 75 per American Economic Conference in 
cent, must be regarded as a hint that Buenos Aires, which ended early in 
Iraq may ask for the raising of its per- September, failed to reach any agree- 
centage from the present level of ment on proposals for measures to 
50 per cent. establish a common market in Latin 
America. It was decided, however, that 
there should be preparatory technical 
IRISH REPUBLIC studies under the joint auspices of the 
Organization of American States and 
the UN Economic Commission for Latin 
America of the possibility of creating 
such a market. Approval was given to 
a number of other resolutions and recom- 
mendations on the agenda concerning 
such matters as financing of economic 
development, the promotion of inter- 
American trade, technical co-operation 
and the co-ordination of inter-American 
transport systems. 


Wider Export Credit Insurance— lhe 
Ministry of Industry and Commerce has 
announced that a new agreement has 
been concluded with a group of Irish 
insurance companies under which credit 
insurance for political risks will be 
granted to exporters over a much wider 
area. Previously, the cover had been 
limited to exports to dollar countries. 
Now it will be available for most 
countries with which Irish exporters do 
business. 
MALAYA 

JAPAN Ending Emergency ?—Malaya for- 
External Deficit Continues— ‘Ihe mally moved from colonial to inde- 
drain on external reserves was slowed pendent status on the last day of August. 
down during July-August as a result of Immediately afterwards, the Chief 
the use of the proceeds of the $125 Minister of the Federation Government, 
millions loan from the International ‘Tengu Rahman, announced that he had 
Monetary Fund. Even so, by the end _ set a target for ending the nine-year-old 
of August, official gold and foreign ex- emergency caused by Communist ter- 
change reserves, at about $860 millions, rorists—twelve months from Independ- 
were some $600 millions lower than at ence Day. He also stated that proposals 
the beginning of the year. The Bank for the merging of Malaya and Singapore 
of Japan has claimed, however, that the would have to be shelved for a con- 
monetary measures taken by the Govern- _ siderable time. 
ment in the second quarter of the year Financial Talks—The Finance Minister 
to reduce spending abroad are beginning of the Federation left early in September 
to take effect, and has forecast that fo, 4 series of financial talks abroad 


external payments will have been fe- involving Britain, the United States, 
stored to equilibrium by the end of the Canada and Japan. He stated before 
— departure that Malaya would apply for 


Tight Money ‘“‘ Temporary ”— ‘The membership of the International Mone- 
Prime Minister has stated that the tight tary Fund and the World Bank. 
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MEXICO 


Hit by US Surpluses—In a general 
survey of the country’s economy, Presi- 
dent Adl Adolfo Cortines has drawn 
attention to the crisis that is facing 
Mexico as a result of “‘ dumping ” by 
the United States of surplus cotton, 
lead and zinc. He pointed out that 
investment activity in Mexico is still 
running at a high level and that agri- 
cultural crops had been exceptionally 
good. 

IFC Investment—The International 
Finance Corporation has undertaken to 
invest $520,000 in Bristol de Mexico, a 
company owned mainly in Canada, to 
finance the construction of an overhaul 
and repair shop for aircraft engines. 
This will be the Corporation’s second 
investment in Mexico. 


NETHERLANDS 


Guilder Under Strain—The flight of 
capital from the country in August 
caused by rumours that the guilder 
would be devalued in terms of the 
D-mark and the US dollar as part of a 
general realignment of European ex- 
changes resulted in a marked accentua- 
tion of the previous drain on reserves. 
The August deficit with the European 
Payments Union amounted to $106 
millions; and after allowing for the 
subsequent gold settlement of $80 mil- 
lions, the central bank’s gold and foreign 
exchange holdings dropped by $150 
millions. This brought the fall since the 
beginning of 1957 to $250 millions. 
The strain eased in the early weeks of 
September. 

IMF Loan—To strengthen reserves, 
the Dutch Government has obtained 4 
loan of $69 millions from the Inter- 
national Monetary Fund and arranged a 
stand-by credit for another $69 millions 
if this should be needed. 


Discouraging Speculation—In order 
to discourage speculation against the 
guilder the Dutch central bank has 
asked the commercial banks to reduce 
foreign credits. It has also asked that 
total loans should not be allowed to rise 
by more than 2 per cent in the second 
half of 1957. Financial institutions, with 
the exception of the Bank for Nether- 
lands Municipalities, have been told that 
credits to the smaller public bodies will 
have to be reduced gradually to the 
average of the amounts outstanding at 
the end of the corresponding calendar 
months in 1956 and 1957. Stockbrokers 


have been asked to refrain from intro- 
ducing foreign securities to the Dutch 
market for the time being. 


Trade Gap Narrows—The Ministry 
of Foreign Trade has declared that the 
official drive to reduce the foreign trade 
deficit has begun to yield results, the 
shortfall of exports against imports 
having been smaller in the _ second 
quarter of 1957 than in the preceding 
quarter. 


NEW ZEALAND 


Central Bank for Samoa ?—A group 
of financial experts has recommended 
the establishment of a central bank in 
Western Samoa, a dependency of New 
Zealand. It suggested that the share 
capital should be owned 55 per cent 
by the Samoan Government and 45 per 
cent by the New Zealand Government. 
The group recommended also that the 
proposed bank should be the sole note- 
issuing body for the territory, should 
hold the foreign exchange reserves and 
operate a development department that 
could make advances to aid agricultural 
and industrial production. Its report 
advocated that Western Samoa should 
remain a member of the sterling area 
system after gaining independence. 


PAKISTAN 


Swing to Deficit—A survey prepared 
by the Ministry of Finance shows that 
the country had a payments deficit of 
some Ks 266 millions in the year to 
June 30 last, compared with a surplus 
of Rs 359 millions in the previous twelve 
months. Sterling, gold and foreign ex- 
change reserves consequently dropped 
by some Rs 200 millions to Rs 1,200 
millions. The deterioration was ac- 
counted for principally by the rise of 
Rs 450 millions in spendings abroad, 
mainly on larger imports. But export 
earnings declined, by about 8 per cent. 


Governor Speaks Out—The Governor 
of the State Bank of Pakistan, Mr Abdul 
Qadir, has drawn attention in an address 
to the bank’s board to the serious impli- 
cations of the adverse turn in the 
country’s external payments and _ the 
recent growth of inflationary pressures. 
Current problems, he declared, stemmed 
largely from the low level of production. 
The results of the increased spending 
on development since 1948 had not been 
encouraging. He argued that the eco- 
nomy was no longer in a position to 
absorb large doses of Government deficit 
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financing. After considering the prob- 
lem, the State Bank had come to the 
conclusion that, since bank credit 
amounted to hardly 5 per cent of the 
national income, restrictive monetary 
policies would have to come from the 
Government. 

Conference with India?— The Finance 
Minister has announced that he has 
asked India for a conference to discuss 
the settlement of outstanding financial 
issues between the two countries. He 
added that the figure of Rs 3,000 millions 
mentioned as owing by Pakistan to India 
in respect of ‘‘ Partition Debt’’, in a 
recent statement by the [ndian Finance 
Minister, was grossly exaggerated. 


SAUDI ARABIA 


Joins Bank and Fund—Saudi Arabia 
has become a member of the Inter- 
national Monetary Fund and the World 
Bank. Its quota in the Fund and its 
subscription to the Bank’s capital have 
each been fixed at $10 millions. 


SOUTH AFRICA 


Dollar Loans Planned—The Govern- 
ment has announced plans for raising 


$15 millions on the New York capital 
market for general purposes and for 
obtaining a loan of $25 millions from 
the World Bank for financing the 
development of the Union’s transport 
system. 


SUDAN 


Joins Bank and Fund—Sudan has been 
granted membership of the International 
Monetary Fund and the World Bank. 
Its quota in the Fund and its subscrip- 
tion to the capital stock of the Bank are 
each to be $10 millions. 


Ethiopian Bank—An agreement has 
been concluded with the Ethiopian 
Government to permit the establishment 
of an Ethiopian commercial bank in 
Khartoum for financing trade between 
the two countries. 


THAILAND 


World Bank Loan—The World Bank is 
to make a loan of $66 millions to help 
finance the Yanhee hydro-electric, flood 
control and irrigation scheme. ‘The 
advance is for 25 years and bears interest 
at 5? per cent. Amortization will begin 
in 1963. 





RESEARCH AWARDS 


Houblon-Norman Fund 


The trustees of the Houblon-Norman Fund, established by the Bank of England 
in 1944 to foster research into the working of industry and finance in Great Britain 
and elsewhere, invite applications for fellowships or grants for the year beginning 
in October next. Candidates must be British subjects normally resident in the 
United Kingdom. ‘The trustees have made the following awards for 1957-58: 


Mr J. D. Bailey, Nuffield College, Oxford 
(renewal): Bretish Investment in Australasian 
Financial Companies, 1870-1900. 

Mr G. E. Clayton, University of Liver- 
pool: Banking in Spain and in Portugal. 

Mr A. B. Cramp, London School of 
Economics: Operation of Bank Rate, 1822-60. 

Mr R. Davis, University of Hull (renewal): 
English Shipping Industry, 1660-1702. 

Mr A. G. E. Jones, Bristol College of 
Commerce: Growth of Banking in Suffolk, 
1700-1900. 

Mr R. V. Lennard, Historian (renewal): 
Rural England in the Middle Ages. 

Miss C. A. P. Leubuscher (renewal): 
Shipping Facilities Available to the Overseas 
Trade of Colonial Territories. 

Mr J. W. McCarty, Cambridge Univer- 
sity: British Investment Overseas in Non- 


ferrous Metal Mining, 1870-1914. 

Miss J. E. Mitchell, University of Not- 
tingham (renewal): The Balance of Payments 
Crisis of 1951. 

Mrs C. S. Orwin (renewal): A History of 
Modern British Agriculture, 1846-1913. 

Dr L. S. Pressnell, University College: 
Money in the Eighteenth Century. 

Mr P. Robson, Queen’s University, Bel- 
fast; Fiscal and Financial Aspects of Post- 
car Capital Levies. 

Professor R. S. Sayers, London School of 
Economics: A Study of American Banking. 

Mr J. S. G. Wilson, London School of 
Economics: Banking in France and the 
Netherlands. 

Mr G. A. Yewdall, University of Leeds: 
Population Movements in Certain Northern 
Towns during the Early Nineteenth Century. 
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Barclays Bank—Cambridge Dist, Local 
Head Office: Mr A. F. Tuke, also a local 
director at Luton, to be a local director. 
Newcastle upon Tyne Dist, Local Head 
Office: Mr R. 'T. Pease, from Windsor, to 
be a local director. Luton Dist, Local Head 
Office: Mr J. G. Millen to be district 
“ manager on retirement of Mr A. Bennett. 
London—Charlton: Mr C. W. Wheeler, from 
Shoreditch, to be manager. 

Lloyds Bank—Head Office: Mr C. H. Wigg 
and Mr C. B. Howland to be assistant general 
managers. Chief Accountant’s Dept: Mr 
A. B. Humphreys, from Cheapside, to be 
an accountant. North-West Dist Office: 
Mr W. P. B. Cockcroft, from Blackburn, 
to be district manager’s assistant. London— 
Pall Mall: Mr G. C. Watkins, from Picca- 
dilly, to be deputy manager. Christchurch: 
Mr C. M. Smith, from Marlborough, to be 
manager on retirement of Mr G. E. Simms. 
Douglas (also Peel), IoM: Mr D. Berry 
from Whitley Bay, to be manager on retire- 
ment of Mr J. Greenwood. Liverpool: Mr 
C. Davies, from North-West District Office, 
to be assistant manager. Marlborough: Mr 
C. F. Vowles, from Cricklade, to be manager. 
Newport, IoW: Mr C. G. Brain, from 
Wiveliscombe, to be manager on retirement 
of Mr F. R. Willis. Oswestry: Mr B. J. 
Radley, from Welshpool, to be manager on 
retirement of Mr J. G. Coldicott. 
Martins Bank—Bradford, Manningham: Mr 
A. K. Sykes, from Scarborough, to be 
manager. Newcastle upon Tyne, Byker: 
Mr A. N. Duncan, from Whitley Bay, to 
be manager. Whitley Bay: Mr E. H. 
Jackson, from Gallowgate, to be manager. 
Midland Bank—Mr D. Carroll Jones to be 
an area representative (Wales, Southern an‘d 
Western Div). Head Office: Mr J. W. 
Cloke to be a general manager’s assistant ip 
succession to Mr D. Carroll Jones; Mr 
W. C. C. Towers, from Penrith, to be a 
superintendent of branches on retirement of 
Mr G. H. Wildish; Mr A. 'T. Wood, from 
Westbourne, Bournemouth, to be a superin- 
tendent of branches in succession to Mr 
J. H. Hutchinson; Mr G. V. Bramley, from 
Granby St, Leicester, to be joint staff 
manager. London—West Smithfield: Mr 
F. Arnsby to be manager on retirement of 
Mr W. G. A. Burgess. Burnley: Mr 
A. W. G. Buttle, from Stoke-on-Trent, to 
be manager in succession to Mr C. W. 
Bentley. Cheltenham, Promenade: Mr W.C. 
Kingdon, from Oswestry, to be manager on 
retirement of Mr G. A. Gill. Devizes: 


Mr E. F. Harris, from Tewkesbury, to be 
manager in succession to Mr E. A. Shear- 
Grange-over-Sands: Mr G. F. Pirie, 


smith. 
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from Talbot Sq, Blackpool, to be manager 
in succession to Mr C. O. Brigg. 

National Provincial Bank—Head Office: 
Mr S. Bicknell, an inspector of branches, to 
be a controller, Advance Dept. London— 
City Office: Mr K. Parker, from Advance 
Dept., Head Office, to be assistant manager; 
Holborn Circus: Mr L. B. Fletcher, from 
Piccadilly, to be assistant manager; Letcester 
Sq: Mr G. J. Smith, from Holborn Circus, 
to be manager on retirement of Mr D. A. 
Hall; Lincoln’s Inn: Mr A. G. Stanford, 
from City Office, to be manager on retire- 
ment of Mr E. L. Cracknell. Alresford: 
Mr A. M. Pomeroy, from Chichester, to be 
manager on retirement of Mr F. H. Wag- 
staff. Birmingham, Markets: Mr F. A. 
Rawlinson, from Heckmondwike, to be 
manager in succession to the late Mr F. D. 


Tuthill. Esher: Mr F. J. Atkin, from 
Walton-on-Thames, to be manager on 
retirement of Mr J. H. Bowles. Heckmond- 


wike: Mr R. Oxley, from Chesterfield, to be 
manager. King’s Lynn: Mr D. C. Sim- 
monds, from Peterborough, to be manager 
on retirement of Mr R. R. Ruddle. Newark: 
Mr N. J. Chittenden, from Nottingham, to 
be manager. Nottingham, West Bridgford: 
Mr W. G. Adams, an inspector of branches, 
to be manager. Peterborough, New England: 
Mr J. Elliot, from Lichfield, to be manager. 
Westminster Bank—Head Office: Mr L. R. 
Murray to be secretary on retirement of 
Mr W. A. Dry; Mr G. 'T. Bickle to be an 
assistant secretary and secretary to the 
provident fund committee; Mr M. P. 
Sparkes to be an assistant secretary; Mr 
W. L. Corley to be deputy assistant secre- 
tary; Mr W. J. Turner, from Oaken Holt, 
to be a premises manager’s assistant; Mr E. 
Holgate, from Retford, to be a controllers’ 
assistant; Mr E. S. Pritchard to be a con- 
trollers’ assistant; Mr L. S. Jell, from Staff 
College, Fanhams Hall, to be principal, Staff 
Training Centre, Oaken Holt. Foreign 
Branch Office: Mr W. N. Upson to be 
principal, Stock and Dividend Dept, on 
retirement of Mr A. J. Jones; Mr E. 5. 
Kempe to be assistant principal, Stock and 
Dividend Dept; Mr E. Strangleman to be 
principal, ‘T'ravel Service Dept, on retire- 
ment of Mr H. G. Hammond. Trustee 
Dept: Mr H. E. Butson to be manager on 
retirement of Mr E. H. Hulbert. Acton: 
Mr R. C. Tilley, from Cricklewood, to be 
manager. Altrincham: Mr R. W. Bell to be 
manager on retirement of Mr C. F. Bowley. 
Canning Town: Mr L. H. Young, from 
Spitalfields, to be manager. Cricklewood: 
Mr D. A. Pawsey, from Hammersmith, to 
be manager. 














BANKING STATISTICS 


Trend of “Risk ’’ Assets 


(£ millions, except for italicized figures, which show percentage of gross deposits) 
Change Change 























Ber 1956 1957 on latest on 
| Aug June July Aug month year 
we Barclays: 
to Advances .. o 375.4 417.8 403.7 402.4 — 1.3 +-27.0 
aes ae oat * 27.6 29.6 28.4 28 .6 
ce Investments Me 465.7 489.9 490.0 479.7 ~10.3 +14.0 
Tr; ae fs 34.2 34.7 34.4 34.0 
ro Lloyds: 
ler Advances .. Me 349.5 401.4 379.7 366.9 =%2:9 +-17.4 
1s oes ms 30.8 33.9 32.1 31.4 
A. Investments... 366.9 334.6 334.6 352.3 17.7. -14.6 
d, as 32.3 28.2 28.3 30.4 
~ Midland: 
d: Advances .. a 415.5 433.1 407.5 405.1 a £4: =e 
De ae i. 30.4 30.6 29.1 29.3 
5 Investments - 402.1 452.6 452.6 452.6 _— 50.5 
age - 29.4 32.0 32.3 32.7 
“g National Provincial: 
). hives... 258.0 271.1 265.1 252.1 ~130 «38 
m , 2 33.6 35.5 34.5 32.9 
- Investments “> 211.8 213.0 212.4 221.0 8.6 + 92 
- Regan 27.6 27.9 27.7 28.9 
ie Westminster: 
é Advances .. * 258.5 267 .6 251.8 253.5 1.7 - 5.0 
. . 31.4 32.1 30.2 30.4 
i Investments o 227.5 253.3 253.3 253.3 ons -25.8 
9 o/ 7.3 30.4 30.4 30.4 
x District: 
" Advances .. a 65.6 74.1 76.1 72.0 —- 4.1 - 6.4 
, ew i 28.8 30.5 31.3 30.5 
Investments io 73.1 68.7 78.7 78.7 sli 5.6 
. of 32.1 28.3 31.7 33.4 
Martins: 
Advances .. st 91.2 91.4 90.5 92.1 1.6 + 0.9 
: ow ‘S 30.5 29.6 29.1 29.6 
Investments - 85.4 89.1 89.1 $9.6 + 0.5 4.2 
- “ 28 6 28.9 28.7 29.0 
Eleven Clearing Banks: 
Advances .. .. 1,930.3 2,079.8 1,991.9 1,963.6 ~ 8.3 1. 33.3 
. re ' 30.6 32.1 30.6 30.6 
Investments .. 1,918.1 1,988.8 1,997.8 2,015.7 +-17.9 97.6 
Oo 30.4 29.9 30.7 31.3 
Trend of Bank Liquidity* 
1955 1956 1957 
Mar Dec Mar July Aug Dec Jan Mar June July Aug 
._ 2 & 5 5 2 SS SS Ue US US 
Barclays .. 28.8 37.9 34.5 35.4 35.1 36.3 36.5 31.8 31.7 34.2 34.8 
Lloyds .. 31.1 34.4 32.3 33.9 32.8 34.4 33.2 29.7 32.9 35.9 35.1 
Midland .. 30.1 38.2 31.8 32.7 36.8 41.3 39.5 34.1 33.8 35.5 35.0 
National Prov 30.7 38.7 31.3 34.2 35.7 37.2 37.8 31.1 34.0 35.3 35.9 
Westminster.. 29.7 36.3 33.1 33.7 37.2 37.6 37.9 34.3 33.0 36.1 36.1 
District .. 2:3 206.9 9.2 6.1 BS BF BS 6.7 Os BA BS 
Martins .. 28.5 39.8 33.3 38.2 37.4 42.1 40.9 36.7 37.5 39.2 38.4 


All Clearing 
Banks .. 29.9 37.4 33.1 34.4 35.6 37.4 37.4 32.6 33.4 35.5 35.3 


* Cash, call money and bills shown as percentage of gross deposits. 
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Banking Trends since World War I* 


Net Liquid Invest- Combined 

Averages Deposits Assets Ratiot ‘TDRs ments Advances’ Ratiof 
of Months: {mn {mn % {mn £mn » A 
1921 i 1,759 680 325 833 64 
1922 Bh 1,727 658 391 750 64 
1923 ~~ 1,628 581 356 761 

1924 ie 1,618 545 341 808 

1925 - 1,610 539 286 856 

1926 a 1,615 532 265 892 

1927 av 1,661 553 254 928 

1928 ia 1,711 584 254 948 

1929 - 1,745 568 257 991 

1930 és 1,751 596 258 963 


1931 a3 1,715 560 301 919 
1932 na 1,748 611 348 844 
1933 és 1,909 668 537 759 
1934 és 1,834 576 560 753 
1935 - 1,951 623 615 769 
1936 i 2,088 692 614 839 
1936 - 2,160 713 643 865 
1937 - 2,225 683 652 954 
1938 as 2,218 672 637 976 


1939 - 2,181 648 608 991 
1940 ‘a 2,419 785 666 955 
1941 - 2,863 676 894 858 
1942 +4 3,159 712 1,069 797 
1943 ¥s 3,554 723 1,147 747 
1944 - 4,022 788 1,165 750 
1945 - 4,551 886 1,156 768 


1946 wa 4,932 1,280 1,345 888 
1947 vs 5,463 1,646 1,474 1,197 
1948 bs 1,703 1,479 1,320 
1949 Mg 1,920 1,505 1,440 
1950 - ; 2,345 1,505 1,603 
1951 ‘i 2,308 ; 1,624 1,822 
1952 és 2,097 1,983 1,838 
1953 7 2,201 2,163 1,731 
1954 ine : 2,190 2,321 1,804 
1955 “ 2,098 3: 2,149 2,019 
1956 én 2 2,218 5 1,978 1,897 


1951: 
Oct hs 2,423 ; 1,55 
Nov ‘a > 1,981 2,03 
1956: 
Aug rv 6,008 2,240 3.6 1,918 1,930 61.0 
Dec ia 6,305 2,492 Pe 1,980 1,913 58. 
1957: 
May - 5,980 2,065 32.9 1,994 1,999 63. 
June a 6,164 2,166 33.4 1,989 2,080 62. 
July v4 6,216 2,305 30.5 - 1,998 1,992 61. 
Aug - 6,170 2,270 35.3 - 2,016 1,964 62. 
* Ten clearing banks for 1921-35, thereafter eleven except for italicized line for 1936. 
+ Ratios to gross deposits, i.e. including items in course of collection. 


Floating Debt 
Sept 22, Aug 24, Aug 31, Sept 7, Sept 14, Sept 21, 
1956 1957 1957 1957 1957 1957 
Ways and Means Advances: {mn {mn {mn {mn {mn {mn 
Bank of England .. : _- Roa 1.0 


5 1,897 ia 
3 1,925 64.0 





Public Departments 2 254.5 223.9 235.9 251.7 232.3 250.0 
Treasury Bills: 

Tender _ i? 7 3,590.0 3,070.0 3,070.0 3,080.0 3,090.0 3,100.0 
1,325.1 1,751.5 1,758.6 1,723.8 1,763.0 1,770.1 
5,169.6 5,045.4 5,065.8 5,056.5 5,085.3 5,120.1 


—— 


Tap 
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National Savings 
({£mns: Receipts into Exchequer reported during period) 





Savings Total 

Certi- Defence Savings Premium Total Accrued Defence Remain- 

ficates Bonds Banks Bonds Small Interest Bond ing In- 

(net) ( net) | (net) (net) Maturity vested* 

1952-53 .. +22.8 -10.7 -131.6 —— —119.5 88.3 -45.5 6,020.9 

1953-54 .. +19.0 + 0.3 —79.3 a= — 60.0 88.6 -38.4 6,008.7 

1954-55 .. +46.0 +51.1 —35.4 ~- + 61.7 88.8  -28.8 6,126.2 

1955-56 .. +19.7 +21.5 — 80.4 i — 39.2 82.7 -50.8 6,123.6 

1956-57 +72.0 - 22 —-20.6 -+65.0 +4119.5 35.5 -38.9 6,124.0 
1956-57 

July . - 7.7 ++ 0.8 —10.1 -— —- 17.0 4.5 -1.6 6,089.0 

August .. +31.4 0.5 —11.2 —- + 20.7 5.4 -1.2 6,114.0 
1957-58 

July . + 1.1 —- 0.3 -16.4 +. 9.5 —- 6.1 4.5 -0.8 6,279.0 

August —- 4.5 - 0.9 -13.2 + 7.9 — 10.7 4.2 -0.5 6,272. 0 


* After taking account of net sales through the Post Office Savings Bank of Government 
securities other than defence bonds. 





Britain’s Gold and Dollar Reserves 
(Millions of US dollars) 
Net Gold and Dollar 


Surplus (+) or Deficit (—) Financed by: 

















Reserves 
Net Special at End 
Years and With With Surplus Ameri- Payments Change of Period 
Quarters EPU* Other or can and in 
Areas Deficit Aid Creditst Reserves 
1946 .. -— = — 908 —- +1123 + 220 2696 
1947 .. —- -— — 4131 —- Hie + —- 618 2079 
1948 .. 4 ~— —— —1710 682 +- 805 — 223 1856 
1949 .. is = ~-- — 1532 1196 Hi 168 — 168 1688 
1950 .. .. + 14 +791 + 805 762 + 45 +1612 3300 
1951... —112 — 876 — 988 199 — 176 —- 965 2335 
1952 .. — 276 — 460 — 736 428 —- 181 — 489 1846 
1953 .. +113 + 433 + 546 307 —- 181 + 672 2518 
1954 .. + 85 +407 + 492 152 — 400 + 244 2762 
1955 .. — 169 — 406 — 575 114 — 181 — 642 2120 
1956 .. —211 — 408 —- 619 66 +- 566 + 13 2133 
1956: 
Fe ..  — 47 +187 + 140 17 — + 157 2277 
II .. . ae + 54 + 99 9 —- 108 2385 
.. —104 — 132 — 236 23 + 156 —- 57 2328 
aa -105 — 517 — 622 17 - 410 —- 195 2133 
1957: 
ce .. + 20 — 84 + 64 13 + 127 + 76 2209 
April .. oo = * + 11 + § 2 - 104 + 111 2320 
May .. + —- 10 + 24 1 -- + 25 2345 
June .. — 16 — 22 — 38 1 + 73 + 36 2381 
Oe wi » By — 21 - 9 + + 177 + 172 2381 
July + 21 — 6 —- 15 1 —— —- 14 2367 
August .. — 38 — 166 — 204 —- — 21§ —- 225 2142 


* Portion of deficit or surplus settled in gold (in month following each accounting period). 

+ Payments comprised annual service charges on the US and Canadian loans in each 
December from 1951 to 1955; also, initial payment of $99 mns on funding of EPU debt; 
——— of $112 mns to IMF in 1954; further $7 mns on EPU funding in July, 1956; 

d $14 mns to IFC in August, 1956. "Quarterly instalments on Canadian post-war loan 
aa monthly payments to EPU creditors not deducted. Credits comprised $4,909 mns in 
1946 from US and Canadian loans; $420 mns from IMF in 1947-49; $325 mns from 
S. African gold loan of 1948; $177 mns from sale of Trinidad oil company in September, 
1956; $30 mns from sale of US Govt bonds in November; $59 mns from India’s drawing 
on IMF in February, $68 mns in March and $73 mns in June. 

t Of which $28 mns due to German deposit for arms purchases. 

§ Annual payment to Germany on EPU debt; German deposit of £75 mns for prepay- 
ment of debt to Britain, spread through July, August and September, is not shown as 
special credit. 
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NATIONAL BANK OF LIBYA 


BALANCE SHEET AS AT 31st MARCH, 1957 
ISSUE DEPARTMENT 








LIABILITIES ASSETS 
£L. £L. £L. 
Notes and coin issued :— Sterling deposits and British Govern- 
in circulation. .. 6,048,856 ment Treasury Bills “- . 2,403,379 
In banking department 67,664 British Government securities .. 2,677,427 
———— 6,116,520 (Market value £L.2,753,559) 
United States of America dollar 
deposits... 7 a .- 1,035,714 
6,116,520 6,116,520 
BANKING DEPARTMENT 
£L. £L. £L. 
Authorised capital .. 1,000,000 British Government securities 
emeecemnenmes (Market value £L.289,154) ne 286,285 
Paid up capital .. - 700, British Government Treasury Bills 4,327,431 
General reserve fund .. 125,565 Balances with foreign correspondents 
Reserve for contingencies 60,000 (including £L.81,230 in —* of 
Current, deposit and U.S. $ balances) a 724,367 
savings accounts, in- Loans and advances 7 on 17,786 
cluding £L.1,000,176 Bills discounted cs ms 4 29,613 
in respect of U.S. § Other assets .. ai ea Me 92,775 
balances Sa 4,271,844 Cash in hand:— £L 
Other liabilities . i 413,191 Libyan notes and coin 67,664 
Foreign currency notes 2,870 
— 70,534 


Fixed assets at cost, less 
depreciation nS 21,809 
Contra accounts :— 


Contra accounts :— Customers’ liability for 


Credits opened and credits opened and 
letters of menue letters of anareas 
issued 233,229 issued... ‘ 233,229 
5,570,600 5,570,600 





PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 3ist MARCH, 1957 


£L. £L. 

Directors’ fees 983 Gross profit for the year ended 
General and administration expenses 115,773 March 3lst, 1957, after deductions 
Share of profit due to Government for depreciation and amortization 

of Libya under Article 29 (IV) of and for provisions and reserves .. 356,807 
Law No. 30 of 1955 41,395 Note.—Interest of £L.47,935 
Preliminary expenses written ‘off. 13,091 arising On certain operations was 
Reserve for contingencies .. 60,000 credited to the Government 
Profit transferred to men reserve after taking into consideration 
fund ns ' is * 125,565 the terms of Article 42 of Law 

No. 30 of 1955. 
356,807 ' 356,807 
ent es 
W. P. WALLER, Deputy Governor. A. N. ANEIZI, Governor. 


TO THE SHAREHOLDERS OF THE NATIONAL BANK OF LIBYA 


We have examined the above balance sheet comprising the assets and liabilities of the Issue 
Department and of the Banking Department and the annexed profit and loss account together 
with the note thereon which in our opinion give respectively a true and fair view of the state of 
the Bank’s affairs as at March 3lst, 1957 and of its profit for the year ended on that date. We 
have obtained all the information and explanations which we considered necessary. In our 
opinion the Bank has kept proper books and the balance sheet and profit and loss account are 
in agreement with them and the said information and explanations. 


Rome, 15th May, 1957. Signed PRICE WATERHOUSE & Co. 








XXXI1l 














Head 


BANCO DI 


Office 





1459 








SICILIA 


PALERMO (ITALY) 


ORIGIN OF FOUNDATION: 








BALANCE SHEET AS AT 31st DECEMBER, 1956 








LIABILITIES 


Capital 

Reserves... 

Special Reserves .. 

Special Funds Reserved for the 
Development of the Sicilian 
Economy is ‘is 

Undivided Profits . 

Deposits and Certificates 
Deposit .. 

Bills Payable i 

Acceptances and. ’ Bills.  Redis- 
counted and Letters of Credit 
Outstanding (as per contra) 

Other Liabilities Re 


- 


Total Liabilities m <s 
Customers’ Securities held for 
Safekeeping (as per contra) 
Securities on Deposit with other 
Banks (as per contra) .. , 
Foreign Exchange and Securities 
for Future Delivery (as per 
contra) - as ~ 


Lit. 
810,000,000 


5,654,780,300 
8,207,928,460 


16,410,538,202 
603,168,785 
354,733,422,059 
19,388,250,088 
26,401,276,202 
84,298, 377,279 
516,507,741,375 
91,461,431,315 


59,558,271,527 


4,363,697,241 


Lit. 671,891,141,458 





ASSETS 


Cash and Due from Banks 
Government Securities 
Other Securities ; 
Investments and Participations ; 
Bills Receivable and Treasury 
Notes Discounted : : 
Advances on Current Accounts . wy 
Loans against Securities .. : 
Long-term Loans . a 
Bank Premises and Real Estate ie 
Acceptances and Bills Redis- 
counted and Letters of Credit 
Outstanding (as per contra) ; 
Furniture, Fixtures and appagunnens 
Other Assets 


Total Assets 7" - 
Customers’ Securities held for 
Safekeeping (as per contra) 
Securities on Deposit with other 
Banks (as per contra) 
Foreign Exchange and Securities 
for Future Delivery (as per 
contra) ‘ 


Lit. 
35,425,657,405 
4,089,091 289 
6,478,692,077 
2,297,706,614 


108,728,769,826 
155,743,482,426 
31,195,705,540 
73,975,691 ,803 
984,639,516 





26,401,276,202 
71,187,028,676 
516,507,741,375 
91,461,431,315 


59,558,271,527 


4. 363,697,241 


Lit. 671.891.141.458 














Of special interest to Banks and Insurance Companies. 


BERKELEY SQUARE, W.| 


Well lit 
Ground Floor 
(5,420 sq. ft.) 
and Reinforced 

Basements 
(5,227 sq. ft.) 
available in this 
important 
building now in 
course of 


erection. 





Basement Garage 


Office Space on 


Upper Floors may 


also be available. 


Apply to 
Sole Agents 


COLLINS & COLLINS & RAWLENCE & SQUAREY 


3 CHESTERFIELD GARDENS, CURZON STREET, W.! 
GROsvenor 364! 
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OSTERREICHISCHE 


LANDERB 


VIENNA, 


ANK AG. 


AUSTRIA 


Increased Turnover 





Strong Liquid Position 





7 per cent. 


Dividend 





HE Annual General Meeting of Oster- 

reichische Landerbank AG. was held in 

Vienna on July 28, and the following are 
details of the report presented by the Board of 
Directors : 


(sterreichische Landerbank AG. is the first 
of Austria’s three nationalized banks to present 
its accounts for 1956. 


The business of the Bank continued to show 
an upward trend during the year, turnover 
increased by 12 per cent. and the number of 
items posted by app. 9 per cent. ‘The Balance 
Sheet total on December 31, 1956, amounted 
to $4,600m, i.e. S400m more than in the 
previous year. ‘he Bank’s capital and reserves 
at the end of the year amounted to $552.3m 
and represented 14.4 per cent. of credit balances, 
an extraordinary favourable ratio. ‘The in- 
crease in the Bank’s capital and reserves bene- 
fited the Statutory Reserve (S36.8m) and, by 
way of an extension, the Pension Fund Reserve 
($13.4m) which, for practical purposes, now 
ranks equal with the Bank’s other reserves. 
Cash liquidity amounted to 25.4 per cent. and 
first and second degree liquidity to 56 per cent. 
This considerable excess over the minimum 
limits laid down by law reflects the strong 
liquid position of the Bank. 


Credit balances increased by 5261m during 
the year, including a rise of savings deposits 
from $535.3m to S687.4m (28 per cent.). The 
credit policy followed, on the other hand, was 
characterized by a high degree of caution. 
Bills of exchange and endorsement credits 
remained almost unchanged compared with 
1955 whilst cash credits rose by S336m. 
E.R.P. reconstruction credits negotiated by the 
Bank amounted to $2,894.9m compared with 
5$2,777.2m in the previous year. Security 
holdings (including participations) rose from 
5412.7m to S443.5m, largely on the strength 
of increased holdings of Federal loans. Bank 
premises as well as fixtures and fittings retained 
their nominal book value of S1.—; investments 
effected in 1956, which amounted to S3.7m, 
Were Once again fully written off. 


The increase in credit balances, as men- 


tioned above, consisted largely of a rise in 
savings deposits. 


Acceptance liabilities stood at S84.3m com- 
pared with S3.7m in the previous year, an 
increase which was mainly the result of a fuller 
utilization of the cotton credits granted by the 
Export-Import Bank. Reserves showed a con- 
siderable increase of 565.1m to S125.4m, and 
consist chiefly of provisions for tax. Collective 
value adjustments are shown at S62.2m. 


In accordance with the general expansion of 
business the Profit and Loss Account showed 
an increase in interest revenue which, after 
deduction of interest payments, amounted to 
5138.2m net, and in commissions and charges 
which rose $137.9m—a total rise of 21.5 per 
cent. Salary payments, including social se- 
curity contributions and pensions, increased 
from $84.2m to S92m, a rise of 9.3 per cent. 
The number of personnel at the same time rose 
by only 4.7 per cent. to 1,720 people, an 
increase considerably below the rise in turn- 
over. Expenditure on fixed assets and depre- 
ciation totalling S31.1m included extraordinary 
reconstruction costs of S3.2m, so that current 
expenditure under this head amounted to 
527.9m only, compared with S27.1m in 1955. 
In view of the larger volume of business and 
the higher price level, this small increase reflects 
the prudent business policy followed by the 
Bank. ‘Taxes showed an appreciable increase, 
from S6im to $104.7m (72 per cent.), owing 
to the fact that the tax reliefs applicable in 1955 
were no longer available last year. After re- 
serve appropriations, depreciation and tax pro- 
visions, the Company’s own capital position 
could be strengthened by S50.2m, and in 
addition there was a net profit for the year of 
S17.7m, which, added to the balance of S1.4m 
brought forward from the previous year, pro- 
duced a total of S19.1m available for distri- 
bution. 


It is accordingly proposed to distribute a 
dividend of 7 per cent. and thus give holders 
of Preference Shares a profit higher than the 
guaranteed minimum, in the very first year. 


The report, the accounts, and the proposals 
put forward by the Board were adopted. 
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@. How would you exercise remote 
control over a high-density, infra-red, 
digital operator ? 


You wouldn’t. But for speed, accuracy and economy in all kinds of 
figuring you would install Monroe Calculators and Adding-Listing 
Machines. Set the problem, press a key — and leave the rest to 
automation. Your Monroe steers its own way through all stages of 
figuring, short-cuts hundreds of time-wasting intermediate steps, 
races through complex calculations to the right result. Send today 
for details of the comprehensive Monroe range. There’s a model 
specifically designed to meet your particular requirements. 


The fully automatic 

Monroe Duplex 

66N 1s the 

world’s most Poms 

advanced machine. : 

It combines instant 

production of figures 

immediately required sa 
with separate accumu- ., jh Miang 
lation and storage es ; 
of intermediate 

figures for use in 

subsequent calculations. 


MONROE CALCULATING MACHINE COMPANY LIMITED, BUSH HOUSE, LONDON,.W.C2 | 
COVent Garden 0211 
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